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PREFACE . . 

. #' 

t ' 

. PURPOSE: . ' ^ 

: . ' ' • ^ 

a, Witlr tlilB progrnmecl instmcUoii^^ you, the sludcnt will begin the 
\ study of double entry accountmty, "This programioci liistructlon i$ designed 
ito teacli you the basic elements of the double entry system ol accoui>tinffj 
basic terms, procedurGSj definitions, nnd principles used. 

' ' ' ''"["*' >'- " ^ 

\ b, ^liroughout the Army^ increasirig numbGrs of in^litaty financial 
r\ecQrds are bqing kept under the double entry plan of rfccoui^tiiTi^r, Tliis 
sys^eni of records^ long used In civilian busLhesSj is aohievipg iiicreafiing 
popularity within governinental activities.. Curreiitly, the Arrrty uses 
ci(|\ibiG fritry accounting for certain nonappropriated Tunds^ liiduigtrial funds 
stbclc- fiinds, and nianaKcmont fuiids, ' , 

■ ■ ' ' - ■ ^ ■ 

1 c, I The purpose of this progranied instruction is to give you th€ 
no qossaW background for a study of installation accounting which will be^ 
preBentqd iii^andther course. This aystem of installation accounting is ai^ 
inteWratipn of station disbursing and fiscal accounting. 

HOV^TO USE THIS PROGRA^fiD INSTRUC¥lON TEXT: 

^ ' ' . ' ^ * .,■ ■ 

"tpc material contained herein is broken up into a number of framesj.^ 
which ai:e Hinip^ly convenient instructional steps. >^ou proceed through the 
chaplei/ one fi^ame ---- one step --at a tim&, . Most frames are coit^lioscd of 
two paints: the first part states a fact or n^elates^^ome informationl usually 
a question is asked or an action to toe talcen is specified* . ,Tjie second part 
of the frame (n^- present in some fraiiies) gives the correct answer to the 
q\lestton\asl?^d in the first part. 

Each, frame will end with a heavy dark line. If the frame Eisks you a 
quc^tionj \the correct answer is printed on the next page, IDENT'IFJEP BY 
^ THREE A STERISKS (**;»);^E_FORE AND AFTER THE ANSWER/ As you 
study each \ frame 5 dpliot/'Took at the coiT^ct answer until yoThave written 
your answer in the space pi^ovided. If your answer is corrects read the 
ne:xt f rame,> If^ however^ your answer is incorrect, draw a line through it 
and write the correct answer , 

Do not defeat the purpose of this prograjmed instruction. T'liink year 
^^answers through, and then look at the correct answer, lathis manner you 
vvill begin to coniprehend the niaterlal presented and thus^chieye the objec 
tiv^es of this teKt, , ' 



i 



Success in leaming Is dependent upon the lollowiiig Wo rules* 
{i ) Write all required answers^ (2) DO NOTMook ahead for the s^gested 
response until you havto completed yDur own, 

i * ' ' ' 

Some framcB may be toiiswered by recall or associatioii, wherfiaB^ 
others' require lOflc and roasoning ability* If you h^ve difficulty; under- 
standinLg the suggosted respoijse you should review pre\?ious frames prior 
to looking at th^ respoxise, '^^^ 

1 
i 
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CHAPTER 1 

/ 

ACCOUNTING fi>OTATION AND STATEMENTS 

INTRO WCirON. 

' ' ' , • • "J\' 

a. Property Is an essential factor in the operation of a busuiess 

because it is usecl to producp coniniodities or services. An 
iiicrease in property generally indicates a profit or business 
success while a, decrease in property generally itidlcatos a 
loss or business failure. , 

b. Aocounting records sliow the cha^nges in property of a bastWSB^S'^ 
They are essential if the owner is to determine the success or 
failure of his operations. Records also assist the owner In ^ 
ftiaklng plans fo^' future operations, avoiding repetitiori of hip 
mistakes 5 and 'analysing the reasons for changGs which have 
taken place. The adequacy Df the records a businessman 
niaintalns may ^determine his success or failtire. , 

c. The duty of maintaining the financial records of a business ' ^ 
, "usually falls on the clerks .employed. It is their responsibility 

to recftrd each transaction that has taken place during a specie 
fled period arid; at the end of the period^ to summarize the 
\ \ effects of the transactions in such a manner as to show the 
^uccess or failure of operations for the period. 




d. TE^&blishinerit and analysis of business records and systems is 

\ the of specialists in the fleld-of accounting. The scope of 
¥ this text is/limited to teaching the basic principles to be foUowed 
\ \ in i:ec0rdirig busiiies^ transactions = the vocation referred to as 
ejementii|y accounting- ■ ^ . . 

List^^e/4 reasons for the need of accounting records. 

(1) 

(■2) 
■ (3) 




^ * * * (1) To dete mine th-e success or falliire of a bi\slness . 
(2) KtoklnLg plaji a or decisio ns for future operatibnst. 
/ (p) Avoid repetition of r(ustakes, ' ' \ ^ * * 



THE; ACCOUNTING EQUATION- 

a. Any property used in business is called an asset; an a^set is 
anything of value owned, such as cash, equipment, inventory,- ' 
buildings, laad, etc. The interest the* owrier of a buslnB^ 

in the assets is called proprietorship . If no othe^ person has 
a clatni or ap interest in the assets^ the accounting equation, is 
presented as; = , - . \ ^ 

' Assets - Proprietorship, \ 

b. ^Most businesses find that property In addition to that owned Is 
necessary to conduct business pperktlons,^ To acqulra this \ 

^ additional propertf , it sometinies is cojivgnient to purchase ^. 
on account by accfepting the property and promising to pay at \ 
a future date.. An'alternate method Is^to borrow money witii \ 
which to purchase the addlttonal property. Either of *these \ 
' methods resj^&4n a liability or an amouiit owed to the creditor \ 
or the person from whom flie additional property or money la 
acquired- The creditor then would have a r^^ht to or claim 
against the assets of the business equal to tlie value of the ^ 
property or money borrowed* In this instai|(ce, the creditor 
and proprietor have mutual interest In the assets of the busi- 
ness ajid the Equation resfembles: A . . 

Assets = Liabilities + Proprietorship 

/ ^ . . 

To illustrate the accounting equation^ assume George Moore 
opens a hardware business witii an investment of $3| 000. 
' Wlien he acquires additional inventory wb ith $1, 000 on accoiint, 
he has become liable to his creditor for the anfount of mer- 
chandise purchased. His assets have^ increased, howei/^er, 
and the balanced equation will resembie : . 

Assets <$4, OOO) = Liabilities ($1,000) + Proprietorship ($3,»0O) . 

■I ■' ' ' - ■ . ' 

'2 . - ' 

■ • , V ■ 7. 



George Moore's proprietorship or net.4drth ($3, 000) is equal 
to what he owns (assets 7^$4p 000) less ^hat he owes his 
creditors (liabilities --SI, 000). The^^tuatlon may be steted 
in three ways: 7 

'(1) Assets = LiablUties + Proprietor giilp^ 

(2) Assets - Liabilities - 

(3) \ 
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Assets - Liabilities = proprietorship. 

■ . J, ^ . . , 

? (3) Assets- - proprietorship - Liabilities. 



„ • . . ' . ... ^ . 

a. A business continually buys and sells conmiodities and, ser- 
vices. This buying and eelliiig proceap dlmys produces 
changes in the nature ai'wi amount of property used iii the 
business. To lllustrato,' B. Black lifi^sts |5, 000 in a hard- 
Ware business. His a'Bsets and proprietorship are expressed 

. Cash ($5, boo) = Proprietorship (i5, OOO) 

. He purchases a building an^and for $2, OOO. in cash. His cash . 
win decrease but another asset (land and buildings) has been 
created and the jequatlon, appears asu • 

Cash + Land and Buildings = ■ Propiietorshlp 
r $3/000 + $2,000 . = $5,000 

. * 

He purchases merchandise for $2, 000 In cash. Again, cash 
has decreased and a new asset has been created. The equation > 
now appears, as; , , * 

Cash + Land and Buildings -\- Merchanciise = Proprietorship 
$1,000 + $2,000 + $2,000 = $5,000 

The nature of Black's property has changed by. exchanging one 
asset (cash) for other types of assets (land and merchandise). 

b. In the illustration above, the nature of Blaclt's assets changed 
but the amount of total assets remained the same because 
assets were exchanged for other assets of equal value. Since 
businesses are operated- for a profit,, property will generally 
be sold for a price greater than that paid for It. When prop- 
erty is sold for a profit or toss, a change in the amount of 
assets and the, amount of proprietorship rill result. Assume 
that Black sells merchandise which cost him $100 for $150. 
The asset "merchandiS'a"- will decrease $100 and the asset 

' "cash" win be increaaed $150. The $50 difference between 
cost and selUng price is profit and'wi,ll increase Black's pro- 
prietorship. This is represented by the equation: 
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Cash + Land an(i Buildings. 4 M'erchartdise & Proprietorship 
,$1,150+ • ip2,b0O ; + $1,900 , $5,D50 



t4 



Since tHere are a nuHibei* of item's in the equation, itliow 
' becomesj siniplei* to, list them as; . • ' 

Cash \ , $1, 150 . ' 

Land and Buildings 2 , 000 
Merchandise ■, ,^ 1, 9pO , 

Total Assets 



$5,050 = Total PropHetorship ($5,,05Q) 



If merchandise costing $100 wer.e sold for ISO, Black would 
puffer a $50 l03S. His asset ''cash" would increase $50 -while 
"merchandise" would decreas& $100. The loss will decrease 
Black's proprietorship and be sho"w?n in the equation as: 

Cash - $1, 200r 

Land and ^ Buildings 2, dOO ^ 

Merclmndise 1, 800 ' i 

^ Total Assets $5, 000 ^ Total Proprtetorgii^ 000) 

c. The transactions iHustrate how changes in amount of 
property effected a change in the assets and! propriLetorship. 
A change In the rigjits to propert^^hiay also result, Assuriie 
that Black purchases $200 in ma^cHandisf on account. The. 
creditor from whom the purchase is made (Acme Co. ) has 
. rights to Black* s projjerty and appears In the^^ equaiion as: 



Cash ; 
Land and Bui Idi rigs, 
-Merehandise 

Total Assets! 



$1,200 
2, 000 
2,000 

$5, 200 



Total LiaJbilities a,nd 
Proprietorship 



Liabilities: Acme Co, 
Proprietorship i 



$ 200 
5,000^ 

15^200 Total Liabilities and 
Proprietoi*shlp 
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(Cont) 



Bill ^vjoore' biegan a package delivery business and during a 
short" period he completed tliese transactions: 

(1) jtnvested $1, 500 cash in the business. 

(2) Bought an tiffice desk and chair for $200 cash. ^, 

(3) Bought $50 of oflice suppUes on credit froin Office Supply 
Company. . , . 

(4) Delivered packages for $50 cash for services performed. 

Show by additions and subtractions^ on the accounting equation 
belbwj tiie effect of each transaction* Show new totals after 
each transaction: . ■ . ^ . 

Cash 4^ Office + Off ice ^ liabilities + Proprietorship 
Equip naent Supplies , . ^ 

(1) ' ' 

' ] ■ ■ 

(3)' ■ \ ,^ . 
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-Cash 'h' Office -»■ pHice 
Equipment StippUea 

a, $1, Bobi 

b. ^ 200 + 200 , 

flTIOO + WW' 



Llabtlittes -t- Prof>riet03rali 



c . 



d. • 4 50 

fTTSW I 



WW 



200 



4-50 
~1¥ 



50 



. +50 
^ I 50 



50 



$1,500 

+ 50 
$1»&S0 




a. 



E BALANCE SHEET. 



to raaiiage a busiiie^s efficiently 5 a prop rletar should know the 
rtatara and fa,ino\int of each asset, 'ea,ch liability,* and his proprietor-- 
slilp accbunt. Ass enibling tMs inforin'a.ti on after 
is not practLcal since an lniitnens.fi amquat of detail wduld result, 
it is usmlly satisfactory to asseinbLe Itie InfOiniation periodically 
Dii a statemeat called the "Balance Sheet J' ' This statement shows - 
tlie status of tjie busiriess on a gl"ven tSate. Soine businesses prefer 
to receive this stateiuent moiithly^lille otfters prefer annual state- 
fti6rits, ^ ' ' • ' ■ 

rh€ ta^nce sheet, theref6re^ is a stateiweiit of tlT€ financm^^ 
positioa of a particula^^ business at a specffied date showing 
th& aitiounts and the rarioas ^nature of the asgets^ liabilities^ 
aiid pPOjt"ietorshlp. Tliis Is illustrated by the heading of the 
baliince sheet. It will: always contain a sppcific;date^^ never, 
a range oi tiajie.' * ^ ^ ^ 

The balance sheet is segregated into v^artous. groups to separate 
the assets (tna property be loiigLng to the business), the. liabilities^, 
, {the legal right of the creditors toward tlx e assets), and the 

proprietorslup (the aitiount oi the legal right the owner ^has to- 
t raxct thig assets), < , ; / ^ . , . . 

Dollar signs need aot be writtea ip books of original entry/ 
ledger accounts, and trial balaaces. ,They shoiildbe used in 
^atsince cheets and other formaL statemeats. In such stofe- 
'meiits, a dollar si^ii slioiildbe written beside the first anjount 
ill each column. IE ^ ■ . . ' 




Jwhich oiie- of the fdUa^ii^^ wo^ld ba an accepteble date 
/ the ineartiiiTg of a -'Saiiiiico She 

(1) FoitJe mciUh eridiri[; Ma. i'ch 33, :JDT*. 



(3) JainuELiT 31 , L 97^* 



(3) Be hv aor= IVEay 1, 191* -fJa^-ai, 19"*, 
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The fQ21o\\;iiig definitions are descriptive of some of the items most 
likely to b e found listed on a balance sheet; 

1. Ca^sh ^currency, checks, money orders, etc, 

2. Hc^js Ji ec ei vab le - written agreements or promises to pR}7 a 
au jn a^f a spec ified future date to the holder or bearer, 

3. Ac muunts ReceiVab le - claims against a parson or ageiicy that 
hn ii uadc jpurchases on account. 

4. "^^^niuidi^ = goods that a business has piirchased or niaiiu- 

faclujt^od for sale. The teran ''merchajidise inventory" is 
i^xj riiin.orily used to indicate the aniouiit of inerchandise on hand 
at a sn)ecif ied period. 

5 ' E g uipnie ni - equipment us6d in the store and directly 

iiHtad i n the selling of goods. 

Office lO quipniont equipment used tu conduct the bushiess as 
fivr as office requirenients are conceraied but not directly 
tonne cted %vtth the selling of goods. 

( hvt^vy ^^quipmeiii equipnient used in the delivery of Koods. 

lUi ikli iijr^ - BtructureK owned by the business. -* 

La :kI - cost of land owned by Uie business. 

10. ^^l(>r(^ ,8uppJieH = Hupplies that are used iii the store; directly 
Connected with the% sellinp of t^oods . 

Off itje J^ijppUoH - supplies tJiat are iisfd for achiiinistrativo 
jHirpof^c^B and are not diroctly cDnnected witli tlie seUinii: of 
aoocls . ^ ^ ■ 

Propnicl [lisiimiTc^G - ijrcmiuing paid in ndv-ant'c. As liino 
tflaiwes and the insurance e.xpii'oa, tliia aBsel ia trans for red 

1 0 ; 1 II I Oil H C ^\ C C OU 11 1 . 

hi 



13. Notes Payable - written promises givm Toy the owner of the 
, business to pay a suni al money on the date prescribed. 

14. Accoiints Payable - obligations to pay for purchases 'made on 
account* 

15. Proprietorship, K^e t Worth, or .Capital -' the owner's interest 
in the business. 

Which one of the following is correct concerning the abov^e list? 

a. 1 through 13 are assets. 

b. 13 thrDugh 15 are liabilities. 

c. 12 is an asset, * ■ ' 
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Assetg and liabilities are normally segTegayd on the balance 
sheet. The classification of these items is as 'follows: 

(1) Assets are segregated into two main categories: 

(a) Current assets - cash, those assets readily con = 
, v©rtible iMo cash (i. e. , . accounts receivable and 

nierchapdise)^ prepayments^ and those assets which 
will be consun^ed In the coniing busliioss cycle (i- e. ^ 
supplies). 

(b) Fixed assets - assets wht|^h are of a periiiatient or 
fixed nature aad are not intended to b$ converted into 
cash or consumed In the ordinary course of business 
operations (l^e., buildings, store fequipn^enti ., 
delivery eqiiipnientj etc, ). 

{2} laabilitias are segregated into two maiii categories: 

(a) C urrent Ijaljilitle^ - liabiUties which will be paid in 
a short period of time after they are established 
(i.e., acGoimts payable, notes payable, etc.). 

[uj L.ung-tern i Uabilities - liabilities which mil not be 
satTsliecr in a short period of time. Usually, long-"N 
term del)ts are included in this category (l^e - ? 
rnortgage payable, etc.). 

rhe balance sheet is prepared as shown in Figure 1^ page 13. 
In observing Figure 1, niote the following: 

(1) The ^'heading'' or "title*' gives the mine of the business 
or the owner^ the name of the statement, and the date 
for which the stntenieiit is prepared, 

(2) The headings "Assets'^ anx\ "Llci^ilities and Proprietor- 
slup'' are written over (lie left and right sides of the 

' . balance sheet so that tlie three parts of the equation may 
be identified rsiore clearly. 



1 1) 
11 . 



/g\ (3) Proprietoraliip is indicated by the name of the proprietor 

. followed by the word '*C^pifar'' and. includes iriforniation 

(Cont) concerning pt^ofits and proprietor's withdrawals of cash 

^ for the period. 

cv Figiire 1, page 13 , shows the accouiit form balance sheet 
and Figrire 2^ page H ilKistrates the report form baLnnce 
sheet. Both forms show the same facts but the armnBement 
is different. The choice of tlie form to be used is nierely a 
iiiatter of personal preference^ 
i 

Prepare a '^Balance Sheet*' in Account forart, refer to the Illustra- 
tion on page 13 ^ for the Bad Smell Conipany on December 3L, 
197* usinp th¥Tbllowing account balances: Cash--$L5oO; Office . 
Siipplies--$500; Machinery--$3, dOO; Buildings --$2. 000; Accounts 
Payable-^SSOO; Notes PayabLe = -S5. OOO; and Bad Smell Compaaiy' 
Capital $ . ^ 



\ 
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B, Black 
Balance Sheet 
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; 'B.- Black. . ■ ' 

' "'Baaatnce Sheet . < 
" 30 September 19"- • ' ,. 

I. • " > 



. -- 

— ^ 


ASSETS ■ . 1 , ■ , • 


— ^ — . — .. - ., i i — - , - - - ^ — ^ 

Ji^ _ .-.-.„ .-^-V^,-^. - ..r - 










Current As sets; . ■ V f 




























: Cash,. ; 


-: 












r 














,' Accounts BeGelv,ahle - , ./ 






J 












6 ( 


) 0 


OO 






^ Merchandise . : , 


















2 


U 1 


J 0 


ou 






Store SupplleB 




















1"( 


J .0 


00 


— , 




Of fide Sup pile e • . *' 






















5 0 


oo 






Prepaid Insurance ' 




















J 1 


J 0 


OU 






, ' Tdtal Current Assets 
















■ft 


3 


§. 


50 


OO 




































Fitted Assets : ' ^ - 






r 






^ 4-. 
















Buildin^^^ . . . - 




3 


0 


1 — 
0 


0 


00 
















^/DeUvery fce[iiiprlient : 


—'■.—4— 




1 




0 


a 


oo 
















" Total Fi>ced Assets ^ 
















S_ 


4 


5( 


) 0 


oo 




— = 


^ Total Assets ■ ; 














■fe 


a 


1 I 


3 0 


oo 






ft 
















— 














LIABILITIES 




























Current Li^^ities: 




























^ Accountis F'ayable 




1 


5 


0 


0 


oo 
















Notes Payable 




s 


5 


0 


J 


00 
















Tptal Current' Liabirities 


















2 


U ( 


J 0 


oy 






^, — r.. — - - — ~= == — = 




























— — t^— — ^--^^ A^-^— — r" - 

- Long-terrn Liabtlitfes 




























MortffaM Payable . : f _ 


















4 


oc 


) 0 


oo 






Tctal LiabUitiea V J 
















P 


6 


0 L 


) U 


f\r\ 
OU 


































PROPRIETORSHIP 




























5. Blacky Capital 1 September in^ = 


r.' _. _ _ 


s 


1 


7 


5 


0 


00 
















Net Profit fpr.Septen^ber 


$50 0 




























Less Withdrav/al 


100 






4 


0 


0 


00 
















B, Blacky Capital 30 September 19 = 
















1 


2 


1 E 


) 0 


OO 






Total LiaHi^ities tlnd Proprietorship 














$ 


8 


1 E 


) 0 


QO 
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Figure 2 



BAD SMELL COMPANY 

Balance Sheet 
, December 31, 197* 



ASSETS 



LIABrUTIES & ^PRtfPWETORSHIP 



Current Assets 
Cash 

Otft^ Supplies 

T^l Ct«^ent Assets 

Fixed Asse^^ 
Macjiinejfy $3,000 
Buildings 2,000 

Total Fixed Assets 

rotal Assets 



SI , 000 
500 

sTTSor 



_5^000 
$6- 500 



Current Liabilities 

Accounts Payable $ 500 

Notes Pay^le 5,000 

Total Current Liabilities 55,500 

Pjroprie tor ship ' • 

Bad Smell Co, Capital 1 ,000 

Total Liabilities and 

Proprietorship ' $6,^0 0 




INCOME STATEMENT. 



The priniary objective of any business is to increase the propnetor^ 
ship by accumulatioh of profits. The proprietor must taow at 
frequeiirinTermisTlie causes of his profits or losses. 

Without this inforiTiation, the proprietor cannot make future plans 
for increasing his profits or decreasiiig his losses^ For this 
reason, a report is required which will show the total receipts 
from sale of goods or services, the total cost of furnishing tiiese 
goods or services to the customer, and the difference which will 
I ) e 1 1 1 e in t : o 1 n u o 1^ 1 1 Ks H t' r t ? i u dpe^r at 1 o ns , A r e po r t o r s t at e ni e nl 
giving Such iiilormation is me "TncotTie statement," The income 
statement is usually preptf^d to refleot the o^rations of a busi- 
ness for the period between two balaiice sheets. This statement 
is also illustrated by looking at the heading. The date in the head-- 
ing specifies a period of time^ indicating the statement is reflectiag 
operations o^er a period of time. 

Which one of die fallowing is correct for tlie proper date on an 
"Inconie Statement?*' 

(1) For tlie\inoiith ending May 31, 1^1^^ 

(2) January^ SI, 197*. 
3) For the vear 197* , 



* * * 



(1) (3) is wrong ''because a business cycLe could end on 
any date, therefore, the ending date must be 
specified. 

^ 5*f * 




The simples^t form df an income stetement is one which shows 
the purchase and sale of one unit of property. For example , 
B. Black sells a washing inachine costing $lOOi'or a pince of 
$150 and illustrates the transaction as; 



Sale Price of Washing Machine $150 
Cost ot Machine ^ 100 

Profit * ' 

Assuming that Black bore the expense of installing the washing 
^ machine, tiie expense would reduce his. profit and be illustrated 

as: 

Sale Price of Washing Machine $150 , 



Cost of Machine 100 

Grass Profit fTO 

lii&uillatiDn Expense 10 

Nt^t Income f^iO 



Note in Uiti Ulustratiun above Umt the aniount by which the selling 
price eAceeds the cost is termed gross p rofit. Ini making the 
sale, an e^qjeiise has been incurred and reduces Uie gross profit. 
This difference between the gross profit and the expenses in- 
curred is terrned net incQnie . 

If G. Good bought merchandise for $200 and sold it tor $220 and 
expenses were 30% of gross profit, what would tlie net Lnconie 
or loss be ? 



m 

22 
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* * * Sale Price $3^0 

Cost ■■ 300 
Gross Profit TW 

Expenses 6 ' , 



(S20 X . 30 = $6) 
Net Income 



* * + 



L 



Many transactions ari^ made during a period. To determine the 
profit or loss on each Item is not practicaL It would be extreme' 
ly difficult because Black imist incur other esqDjenses in the oon- 
dufe of his business (store siipplies expense^ office supplies 
ejqDenae, salaries expanse^ etc.) which witinotbe fully ascer- 
tained until the end of the period for which the statements are 
being prepared. For ttiis reason^ sales of commodities or 
serv^ices and the e^jenses of operations are totaled at the end 
of the period. These totals are then expressed in a simple form 
of the income statemeiit. 



Sales few the MonUi 
Cost of Goods &ld 

Gross Profit on Sales 
Less: Expenses 

Net Inconie 



$3,000 
2,000. 
$1,000 
500 

5 500 



i 



In tlie illustration above^ the term ^'Cost of Goods Sold'' has hmw 
used as a deduction from the total receipts represented by sales. 
If a business purchased merchandise and sold all of it during a 
period, the amount of the Cost of GoodB Sold would equal the 
total value of the merchanchse purchased. This does not always 
occur because businessmen ehdeavor to imintain an adequate 
stock of merchandise to satisfy the need of all their customera, 
As a result, rnercharidiae will always be on hand at the end of 
tl¥ period. This creates the pi^oblem, "What was the cost of the 
.ink^chandise sold during this period?'' To compute Cost of Goods 
Sold, the owner of a business must first determine by inventory 
count the value of his ^tock at tlie start of a period and at the end 
of a period. He nuist also laiow the merchandise he has pur- 
chased during the period to replenish the stock he has on hand. 
With this information, he niay* compute the Cost of Goods Sold. 
Assume that Black \\m ^ nierchandlse inventory on 1 Septembier 
which totals $3,000. During Septeniber, he iJurchases $1,000 
worth of additional mtvrchandise for i^esale. He now has 
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$4, 000 worth of merchandise available for sale. On 30 September 
(the data his statements are prepared) ^ another inventory is 
taken and he finds that he has $2, 000 worth of merchandise 
remaining. Black's computation of Cost pf Good® Sold is as 
follows: 

Cost of Goods Sold: 

Inventory, 1 September 19-- $3,000 
Purchases 000 ^ 

1 Merchandise ivailable for Sale $4, 000 
^ LessWentory, 30 September 19-- 2, 000 

Cost of Goods Sold $2, 000 * 



If the Qood Company has beginning inventory of $32, 000, 
purchases for the periocl of $28, 000, and ending inventory 
of $13, OOO, what is the "Cost of Goods Sold" amount? 



2i 
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* * * 



Beginning Inventory $22,000 

Purchases 28jO00 

Merchandise Ai^ailable for Sale $50, 000 

Ending Inventory 13^ OOP 

Cost of Goods Sold $37,000 



* * * 




Th#' inflow of Cash^ Accounts Receivable^ or Other Assets in 
exchange for goods or services is known in accounting as- 
REVENUE. 



the usual metiiod of presenting the various items on an ''Income 
Statement'' is: 

Revenue - Cost of Goods Sold - Ej^ienses = Net Income or Net\ioss 

By placing' the items In a vertical sequence, we have tlie following 
example of an Income Statement; 



Revenue from Sales 
(minns) Cost of Goods Sold ^ 
(equal) Gross Profit on Sales 
(minus) Operating Expenses 
(equal) Net Income 



000 
2,000 



$3,000 
800 



200 



it Uie Cost of Goods Sold is $13,000, Gross Profit on Sales is 
$9, 500, and Operattng E?^enses Is $6, 000, what is die Amount 
of tlie Net Income fvom Sales? 
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Cost of Goods Sold 
Gross Profit oii SaLes 
Incarne 



$1 3, OOO' 
9, 500 
p22, 50d 




Gross Profit .bn Sales 
Operating E5q)ems€S 

Net EncDine 



59,500 
6,QQ0 
S3, 500 



To facilitiiie □leaiiaJ.ysts ol tlie operadoas oi a business and Uie . 
deter mill at ion of fa^c^ors regarding: tlie incoirie aad expenses for 
the> period utider coasidenition^ a in ore detailed and descriptive 
st^leaient is prtsfcrrod. Such a stateniei^t coi^tairis the items 
brolceTi (Iowa iiito ina.jor categories, the Qiore coiiimon of which 
a re shown b^Lou/: 

(a) Gross S ales - the total revenae Irom aa^le of inerchandise, 

(b) Sates Returas aJid A llowajices - goods Miich liaw been 
Fetiirne^i the customers bidaiise of dcsficiericies or dllow- 
ances in price ^^hich were granted to th^ burer by the seller 
as a dofr^peiisatLon for def ici cnc ids . 

(c:) Coribpf Good s S^jld - the ptirehase pric^ uf the goods Sold. 
' vKWlWin c^'t deteriiiined by tokinfx the bef^initing inven- 
jury, adcLins; to it the c6sc of LJio par chases plus aiiy additional 
charR^s invDiv^ed (siuh as de livery charges), and deducting 
ific? oiidtna^ iiivenlory. (Note the Cph4 of Goods Sold section 
in Fipire 3, paye 22.1 

(d) FrefjjSit-Ln - Itio di^li very eost iiiciirred hy tlie buyer of the 
mDr?^lidlsr. ^ I'hifi cobI isaddc^clto the cost of piirchascB 
bl mv TQj\und\sv fur reHaht^ tu deter niino the Co^^i of GoodB 
Sold . 

(e) E?q)e!ises -tteitis timt iir^e t^onBiiniesd Ln the operations of the 
BoiSInessT Expenses nrc norimlLy siininiariaed iiito cate- 
(v:oaned. Tjie uicBl coninionly used catet:?Drios in a inercantilo 
bimincss rould bo sol liniir e?cpcns^i}s and Kcn o rgl eKpeiisos . 
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(1) Selling expGnses - those ejmenses incurred during the 
period that are directly coMpcted with the cost of 
selling. Examples may be seen in Figure 3, pa{^ 22. 



(2) Goperal expenses - those exijenses incurred during the 
pfiriod that are directly connected to the operation of 
the business. Examples may be seen in Figure 3, page 
22. 



Prepare, an Income Statement for Bad Smell Company for the 
month of May 197* refer to the illustration on Page 22 -- 
with .the following account balances: Cash $8, 000; May 1, 197* 
Inventory $14, 900; Purchases $9, 000; Advertising Expense 
$1, 200; Rent Expense $4, OOb; Salary Expense $14, 000; May 31, 
197* Inventory $2, 000; and Sales $52, 000. Sellingr^j^enses ar< 
not used*. ' y 




B. Black ' 
Income Statement 
For the Month Ended 30 Se|rte.mber 19-- 





























































Income from Sales: 




























Gross Sales ' f 
















4 


Of 




PC? 






LesB: Sales f^eturns and Allowances 








L 




















Net Sales 












—1 






?^ 


0 


QG 


































J| ^.ia^*.^^ \ ^- *^ ^ ■ i ■ 

Co^t of Goods Sold: 




























Merclmndise Inventbrv 1 Sep 19-- 


§- 

r 


3 






b 


DO 
















Purchases ."^.^oOo- 




























Freight -In . ^og 






L 




S, 


















Merchandise Avatlable for Sale 




i 


I 






















Less: Merchandise Inventory 30 Sep 19- ; 


J 


e 




















Cost of Goods Sold * 




















m 




































Gross Profit on Sales 






















OP 






* -i . • . ■ i 
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Expenses: ' ^ > 


























— 


_ Selling Expenses: \^ . , 




























Sales Clerks' Salaries ^ l^^,hn 




























Advertising , ^^.m^ 




























Store Supplies Expense ^n.aa 




























Depreciation of Delivery Equipment > % 




























Total Selling Expenses 








f 
















































.nenerril ExpenseBJ — --^ ^ — 




























' ' Office Salaries ^ /no.pi^ 




























Office Supplies Expense /o/r%^ 


























Depreciation of Office Equipment 




























Total General Expenses 






/ 


i 




















Total Expenses ' i 


















a; 


U 


































Net Income 
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m 
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Figure 3 



BAD SMELL COIVDPANY 
Income Statement 
For the Month Ending May 31, 197* 



Revenue from Sales: 
4 Sales 

'/■_■. ' ' 

Coat of Goods Sold 

Inventory May 1, 197* $14,900 
Purchases ^ 9> OOP 

Merchandise Available for Sale $23, 900 
Less: Inventory May 31, 197* 2,000 

Cost of Goods Sold 
Gross Profit 



General Ej^enses: 

Advertising $ 1,200 

Rent 4,000 

Salary " 14, 000 
Total 

Net Income 



a \ 

^ ^ , • 29 
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CHAPTER 2 

I. 

• ACCOUNTS AND THE TRIAL BALANCE 

GENERAL. Every transaction perforlmed by a business pro- 
duces a change m the components of the equation; Assets = 
Liabilities and Proprietorship, The effect of each transaction 
must be determined if accurate statements are to be prepared. 
Some balance sheet items (such as cash) can be determined by 
physical count at thsH?nd of the^eriod. However, a count will 
not be proof that thip amount on hand is correct unless, the in- 
creases and decreJses to that asset during the month are known. 
■ When preparation of the income statement is attempted, the 
total sales and expenses will be unknown unless a continuous 
record has been kept. 

T RUE^or F A LSE:^ Not #e ly transaction performed by a busihess 

prodiicfes a change in the components of the 
accounting equation. 
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* * * 



False 



* * * 




ACCOUNTS, Though it would-be conceivable to record the » 
efifect of each transaction on assets, liabilities^ and proprieto 
ship by preparing a new balance sheet after each transactipn, 
this system would be highly impracticaL It is more practical 
to maintain, a separate record of each item on the balance shee 
and income statertient* These individual records show the 
amount of the item at the be^nning of flie period^ the increase 
and decreases occurring during the period^ and the amount at 
the end of the period. A Record such as this Is known as an 
account; a group of accounts is known as a ledger. 



Define the terms account and ledger* 
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. * * * 



An account Is a sepamte 'record of each item on the balance 
sheet md income statement, A ledger is a grouping of these 
accounts. - * • 



Accounts are maintained on ruled columnar ^per as seen in 
the illustration below, A separate paTge is required for each 
account. The pages are inserted usually in a loose-leaf binder 
or similar folder for convenience* The loose-leaf binder or 





folde 



r is knswn as the ledger. The purpose of each column is 



1 



as fc llows: 



(1) frhese are date jcolumnSj ^the first column for tiie month 
and Uie second for the day. The year is written at the top 
of the column as shown. ^ Once the month has been entered 
in column 1. it need not be written again. 

j - . ■ ' ' ^ 

(2) This column is for explanations concerning any ^tiy made 
j and is seldom used. 

(3) I This column is known as the foUo or posting referencl^ 
column and cross reference information is pj^ced here. 

(4) This is the money or amount column. 



(ACCOUNT^TITLE) 



ly-- 


19- - 










1 














































































































(1) 




(2) 




(3) 






'A 


) 






(1) 




(2) ^ 


(3) 






i' 


) 














. _ 1 























































































Which alphabetical capital letter does tiie account resemble? 



ERIC 
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* * * 



Fo^ reasons of brevity J an Illustrative account form known as 
the "T" account will be used in subsequeiit paragraphs. This 
form of account is pimply a capital T wiii]ph shows the effect of 
bualiness transactions as amounts enteried on the left or right 
side. ' ^ 




DEBIT AND CREDIT. 



A transaction is an event involving the 

For eKamplej when 



exchange of money, goods, or Bervices. 
Black sold merchMdise for $100^ a transaction was completed, 
Mpney, $100 cash was exchanged f^t merchandise. A grouping 
of like transactions under a descriptive or common heafding is 
called an acdount. An account is a record of an individual item 
wnich shows the increases and decreases brought about by busi- 
i^ess transactions. Each account has three parts. Immediately 
apove the account in a prominent position is tiiie title of the 
account naming that itein to which the account refers* Below 
the title are two sections - the lift section of the account is [ 
called the debit side and ttie right section is called the credit 
side. When an amount Is placed on ttie left side^ the acl^ount is 
said to be debited; when an amount Is placed on the right aid®, 
the account is said to be credited . If tiie debits normally exceed, 
the credits, then the account is said to have a debit balance and 
if the credits exceed the debits^ tiie account is said to have a 
credit balance. Each time there is a debit to an asset or ex-- 
pense account, there is an equal or offsetting credit to a 
liabili^, proprtetprship, or income account. The offsetting 
entries serve to keep the equation in balance. Since a debit 
and credit entry is made for each transaction, tiie/> system is 
called the Double Entry Accounting l^stem. 



Construct a cash account with $1, 000 debited and $630 credited. 
Do you have a debit or credit balance ^ ^ 



5|e * * 



Cash 



$1,000 


$630 


it bal 





* * * 




jThe dost of an asset is entered on the left side of its related 
accouht just as the asset itself appears oh the left side of the 
balance sheet. The amount of a liability of of proprietorship 
is entered on the right side of an account as it appears on the 
right! side of the balance sheet. To illustrate^ Black's 
balarice sheet on 1 September appeared as follows: 



Blacl? 

Balance Sheet 1 September 19- 





^ ASSETSf 




LIABILITIES 












■ 


Cash j 










0 


PC? 






Acme Co. . 








4 


o 


o 












MerchandiBe Inv 






m 


P 


0 








P roprietorshiD 
























Land & Build Ing^ 










o 
















0 




Q 












Total Asstets 






^2 


a 


C2 








Total Llab. & Pr 




^ — ^ 


5 


A 




P 







Black's ledger on this date appears as follows: 

! Cash , Acme Company 



12Q0 



200 



lerdiandise Inventory 



B. Black, Capital 



2000 



iLand and Buildings 



5000 



20OO 



34 



28 



ERIC 




(Cont) 



To Increase any one ot Black's asset accounts, an entry is made 
on flie^ debit (left) side of the account; however] to decrease any 
one of the asset accounts, an entry is made orf tiie credit (rlght)^ 
side of the account. To increase Black's liabilities or proprle^ 
torship, an entry is made on ttie credit (right) side of the 
account. To decrease Uabilities or prbprletorship^ an entry Is 
made on the debit (left) side. A grapl^ic presentation of the ^ 
above Information is: ' ^ ^ 



Assets 



Liabilities 



Proprietorahip 



Asset 
Accounts 



(Debit) 



Credit 



Liability 
AccoOints 



Proprietorship 
Accounts 



(Debit) 


(Gredit) 


(Debit) 


(Credit 




+ 




+ • 



Prepare "T'' accounts' for the Bad Smell Company using the 
foUpwing "Balance Sheet," " 



Assets 

Cash 
Invei 
Office Supplies 
Total Assets 



Bad Smell Company 

Balance Sheet 
January 31, 197* 



$9, 000 
6,000 
1^500 



Liabilities 



Accts Payable 
Proprietorship 



Total LiabiUties 
and Proprietorship 



s ? 
9, 200 



29 

9 
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1 Cash 



9000 



Accts Payable 



Inve: 



7300 



6000 



Office 



Proprietorship 



es 



1500 



8200 



Total Liablllttes and Proprietor- 
ship — $16,500 



* * * 



EstabUshment of accounts which will record ttie net increase or 
net decrease to proprietorship is a more intricate problem than 
that of recording changes In assets. It was brought out in the 
discussion of the income statement that when gross profit 
from sales or other sources exceeded expenses, a net income 
representing an increase in proprietorship resulted. If the 
reverse were true, a net loss wltti a decr'easfe to proprietorship 
resulted To record increases and decreases directly on the 
balance sheet was shown to be impractical. The method used 
is to total all profit and ei^enses and compute tiie net increase 
Or net decrease to proprietorship at the end of the period by 
preparing the income statement. In accumulating the required 
information for the latter statement, it becomes necess^y to 
establish accounts in which to record the increases and de- 
creases to proprietorship. These accounts are termed' 
proprietorship Accounts; anotiier acceptable title is Income 
State ment Accounts . By enprniding the equation to show the 
effect of the accounts, the graphic presentatton assumes the 
' following form; ■ 

36 
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<Cont) 



Asgets ^ Llabllitiea + Proprietorshi p + (H evenue E^enste) 



Asset 
Accounts 



Liability . Proprietorship Revenu^i|:^' E^ense 
Accounts Accounts Accounts^ - '^^f 



Accomits 



K ' The Illustration above shows irico me as an increase to proprie- 
torship* An entry on the creidlt (right) side of an incoine 
account increagQs the account just as a credit entry Increases 
idiie prpprietorship account* For example^ In a niercantile 
business which buys and sells merchahdlse for a profitj sal?s 
will represent a revenue account and bear a credit entry for 
each sale. ^ E^ens e ac counts represent a decrease to proprle - 
torship. ; An entry on the debit (left) aide of an e^ense account 
Increases the amount of the e^ense and thereby decreases 
proprietorship indirectly. For eKampie, purchases of mer- 
chandise will be an expense which reducep total revenue because 
it Is an element which increases Cost of Goods Sold* On the 
income statement, Cpst of Goods Sold reduces total revenue 
leaving gross profit on sales. Other e^qpense accounts must be 
maintained to record the cost of rent, salaries^ etc., incurred 
during the^period* These expenses will be totaled from the 
various e^ense accounts at the end of the period and will be 
deducted from gross profit on tiie income statement to deter- 
mine net income or net loss for the period- 

Mark the foilowing account balances as eiOier an increase or 
decrease to the proprietorship Account. Also, state whether 
tiiey are a credit p^r debit balai^^ The first one is done for you. 

' ' ' 37 
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(1) Goat of Goods 

Sold 

(2) Sales 

(3) Rent Ejcpense 

(4) Salary E^ense 

J5) Sales Return 

and Allowances 



Proprietorship Revenue license 



Dec 



+ 



Debit 
Bal 



ERIC 
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* * * 



Proprietorship Revenue jE^ense 



(1) 


Cost of Goods Sold 


J, Dec 


(2) 


Sales 




(3) 


Rent Ej^ense 


Dec 


(4) 


Salary Expense 


Dec 


(5) 


Sales Return and 


Dec 



AllQwance 





Transactions by Black during the month of September appear 
below. Only the ledger accounts affected by each transaction 
are shown* 



Black pays $50 to Acme Company to apply on his account* Cash 
has decreased and is credited for $50, The liability account has 
also decreased and is debited for $50. 



Cash 



1200 



50 



Acme Company 



50 



200 



Bad Smell invests $2, 000 to start a business, ^low the effects 
of this transaction on the accounts. 



Cash 



Bad Smell, Capital 



Liability 



Cash 



Bad Smell, C^tal 




Black purchases a showcase and counters to display his 
merchandise, A new asset has been acquired and an accourit 
titled "Furniture and Pixhires" is debited for the vklue of the 
asset. ^ Because Black paiid $800 In cash for the furniture and 
fixtures, Cash must be decre ased by a credit* 



-w. 



Cash 



$1200 


$ SO 




300 



Furniture and Fixtures 
$300 



Bkd Smell buys $200 of Office Supplies on accouht from Office 
Supply Company, Sho^^ the effects of this trahsac'tlon on the 
accounts. 



Accounts Payable 
Office aipplies Cash \ Office Supply CompMiy 



* * * 



Office Supplies ^ 



Office Supp 



$200 






3 



y Company 



$200 



* * * 



Black sells merchandise for $1, 100 in cash. That portion of 
Uie money received which exceeds the cost of the merchandise 
sold repjresents profit. It would be possible to credit Merchan- 
dise Inventory for the. cost of Uie merchandise sold and also 
credit B. Blacky Capital for the amount of profit which he 
earned on the sale, A computetion of profit or loss on each 
sale would be impractical because the entries required would 
be too numerous and too burdensome. The total amount of 
revenue from the sale is Uierefore credited to a revenue ac- 
count^ Sales, which accumulates all sales revenue during the 
period and furnishes a total sales revenue amount to be used 
In preparing the statement of profit and loss. Merchandise 
Inventory account will be adjusted for the decrease in inven= 
tory at the end of the period by a method to be discussed in 
a later chapter. ^Because of the receipt of cash^ the Cash ^ 
Account in Uiis case has increased and will be debited, - , 



Cash 



Sales 



1T200 
1100 



TTo 

300 



WOT 



4 1 

35 



Bad Smull Company shells $4, 000 of merchandise to Harold Nice 
for Cash, Show the effects of this transaction on the accounts. 



Cash 



Accounts Receivable 



Sales 



* 



42 



36 



* * 



Cash 

$4,000 



Sales 

$4, ODD 



* + * 



Black pays $1, 000 in cash for merchandise for resale. 
Merchandise Inventoiy could be debited in this case becaiiSe - ; 
merchandise has increased. However, it was shown in Chapter^ 
1 that it is desirable to show purchases as a separate item in 
the **Cost of Goods SoW section on the income statement* For 
this reason, when a purchase is made of merchandise for re- 
sal^ the amount is recorded in a separate acpount; an expenie 
account is established and is given tke title "Purchases,*' 
Purchases represent an ej^ense because Gie cost of the mer- 
chandise sold will reduce the sales profit on the income state- 
ment. An expense decreases proprietorship by showing debit. 
The Purchase account is debited for $1^ 000 showing an increase 
in purchases and indirectly de'creasirig proprietorship. Cash 
has decreased and is credited for $1^ 000. 

I Caah Purchases 



$1, 200 


$ W 


1, 100 


300 




1 , 000 



Bad Smell Company bought $650 of merchandise from They Sell 
Company on account. 



(They Sell Co. ) 



Cash 


Account 


Payable 


Pure 


lases 
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Account Payable 
~ I $650 



Purchases 



* * * 



Black purchases office supplies worth $25 on account from the 
Paper Supply Company i This purchase is distinguished from 
the purchase made In the preceding transaction by the fact that 
the items purchased here are not intended for resale but for 
consumption during operation of the business. Until used, Uie 
materials represent assets and an asset account titled "Office 
Supplies" is established to receive them. The Office Supplies 
account is debited and the liability to the Paper Supply Com- 
pany is ej^ressed as a credit in the account established to show 
the liability. 



Bad Smell Company bought for Cash from Land Sellers $6, 000 
of land not intended for resale. Show the effects on the accounts 



Office Supplies 




F2f 



125 



Cash 



Account Receivable 



Land 



Purchases 



id 
38 



Cash 



$6000 



$6000 



* * * 




Black needs $100 for personal reasons not connected with the 
business. This transaction introduces a new account 
B. Black, Drawings. The purpose of this account is to 
record wit hdrawals . The Drawings account may be debited 
for merchandise^ cashj or other property withdrawn as a 
salary allowance or in payment of the personal debts of the 
proprietor. The account Is ultimately shown as a reductton 
of the Capital account on the balance sheet . If cash is with - 
drawnr the Cash account is credited to record th^ decrease in 
cash; if merchandise is wittdrawn," the Purchases account is 
credited to record the decrease In merchandise. 



Cash 



$1200' 


50 


1100 


300 




1000 




100 



B. Bl acky Drawings 
100 



Bad Smell took $250 of Office Supplies from his company for 
his own personal use. Show the effects on the accounts. 



Cash 



Office Supplies 




I, Drawings 




Office Supplies 



Bad Smelly Drawings 



$a50 $250 



* % * 



Black pays clerk salaries for the period amounting to $150. 
Salaries will be an expense which decreases proprietorship. 
As an Expense account^ Salaries will be debited while the 
decrease to Cash is recorded as a credit. 



Cash 



1200 


50 


UOO 


' 300 




1000 




100 




150 



Salaries 



150 



Bad Smell Com^ny pays the monthly rental charge of $300 by 
check. Show the effects on the accounts. 



Cash 



Merchandise 



Rent 



Proprietorship 



40 



* * * 



Cash 



Rent 



300 



300 



* * * 




THE TRIAL BALANCE. 



Because the double entry system requires equal debit and 
credit entries^ the ledger will always be in balance if the 
transactions are posted properly. The total debits in the 
ledger should always equal the total credits. This fact pro- 
vides the accountant with a test to determine the accuracy 
of work to this point; this test is known as a ^ Trial Balance. " 



Define the term ''Trial Balance." 



47 



41 



* * * Shows thf equality of debit and credit ba knees of all 

the accounts* 



26 \ To add the debits in all ledger accounts and then add all the 
— credits for comparison would be inconvfenient and tiie resulting 
lists of debits and credits would be of great length. The task 
is simplified by adding the debits and then tiie credits of each 
individual account* The total debits of tiie account may then 
be compared with the total credits and a net debit or credit 
balance for the account can be determined. If debits exceed 
creditSj a debit balance Results; if credits exceed debits^ a 
credit balance results. After determination of the debit or 
credit balance of each account in tiie ledger^ the account titles 
are Listed in tiie order of assets^ liabilities^ proprietorship^ 
Income^ and expense on two-column paper. After each title^ 
the respective debit or credit balance in that particular ac- 
count is listed in the appropriate debit or credit money columup 
On completion of the listings the debits and credits are totaled 
and compared. ' If the transactions have been recorded proper- 
ly, the debits and credits will be equaL 



Of the accounts listed below^ state whether they have a credit 
or debit balance and the corresponding amount. 



Cash Land 
i*0 I 1500 3000 



Salary 



Sales 



600 



400 
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Cash 



Land 



$500 
(debit) 



$3, 000 
(debit) 



Salary Sales 



$600 




$250 


(debit) 




(credit) 



i . ^ ^ ^ 



/ 27 \ To illustrate the trial balance^ Black's ledgeir accounts are^ 
assembled from illustrations given in previous frames. The 
numbers in parentheses beside each entry in the accounts 
represent transactions which were e^qplained in the previous 
frames* The beginning balance of an account taken from 
Black- s balance sheet of 1 September is indicated by an asterisk; 
beside the amount in the individual account. 

Assets = Liabilities + Proprietorship + Revenue - Expenae 



Cash 


(*) 12O0 


50IT1 


(3) llOO 


300(2) 




1000(4) 




100(6) 




150(7) 



Acme Co, 



WW 



"loopT 



Paper 
Supply Co. 



2BT5 



B. Black, 
Capital 

5000(*) 



B. Black, 
Drawings 
(6) 1001 



S ales Purchases 
1100(3) (4) 1000 



Sala ries 
(7TTW 



49 

43 



Merchandise 



Inventory 


(*) 2000 








(Cont) 





Furniture and 

Fixutres 



Land and 

Buildings 



ISfTOO' 



(*) 2000 



Office 

Supplies 
(5) 25 



To prepare Black trial balance, it is necessary to determine 
the net debit or credit balance of each account. The accountant 
determines tiie balance and er^ters the amount in small pencil 
figures in the explanation column on the appropi'iate side of the 
account. The pencil figures are only to facilltat^ listing the 
account balances. 



Determine the balances for the above listed accounts (and enter 
them on the appropriate debit or credit side* 



50 



Cash 


$700 









Merchandise 
Inventory 



$2000 



Land and 



ings 



Furniture 
and Fixtures 
$300 



jjliild 



$2000 



Office Supplies 
$25 



Acme Co. 



$1 50 



Paper Supply Co. 



Black, Capital B. B 



lack, Drawings 



Sales 



""WOQ $1000 



Purchases 



Salaries 

Tl&o I- 



51 



45 



* * * 
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The formal preparation of Black's trial balance will appear as 
in Figure 4. Note that the heading is similar to that used in the 
balance sheet and income statement in that it includes 

the ' _ _ _ . _ ? - > 

aj^jl - for which the trail balance is 

prepared. The trial balance is not a formal statement like the 
balance Sheet or income statement. It is only a test 
of accuracy made by the accoimtant. The trial balance does 
facilitate preparation of the statements in that items and their 
values which will appear oii the statements are summarized and 
listed. However, before statements may be prepared, certain 
adjustments must be made to determine expenses and profits 
for the period. These adjustments will be discussed in the next 
chapter, , / 



B. Black 
Trial Balance. 30 September 19-- 





Cash -1 






\ 


Q 




QQ 














Merchandise Inventory 






0 


a 
















Furniture anri Fixtures ^ 






i 


a 


a 














Land and Building' — — — 




t 


p 


a 
















Office Supplies 










S 


oa 














Acfne Company . 
















K 




m 




Paper Supply Company — — 




















B. Black, Capital 

B* Black, Drawings = 






/ 


e 


n 
















Sales 
















// 


QO 








Purchases 






E 
L 


a 


a 


PC 














Salaries — -—^ 






'a 


















f 


k 




% 






f 








































- 
























Figure 4^ 



owner's name, title^of the form^ and the date 



A book of original entry called tiie '-General Journar' is main- 
tained to show Hie debit and credit resulting from each trans* 
action and a deacrlpttve e^^^ation of the transaction which 
took place* The transaction is first recorded in general journal 
and at a more convenient time is posted or transferred to the 
particular accounts affected. 

Special types of journals may be developed and used for each 
type of business* These spf^Mal journals will be discussed in 
a later chapter. The sinjplest type of journal is one which 
records transaetibns as they* occur. The act of recording the 
transactions in the journal is known as Journalising . 



Define the tBrm "JournaUEing. 




s and credits in a book of original 
JouniaL" ' 

* * * 



s the s^mplesf form of a journal page with an 
each of the columns. 



Cjeneral Journal 



Date 



Page If 



19- 


Account Titles and Explanation 


LP 


Debiti 


Crei 


dit 




(1) 


^ (2) ■ ■ 


(3) 






(4 


) 








( 


3) 











































































































f - 



( 



(1) , Date ColULmn. The year is written at the top of the column 

as indicated and need not be repeated except for a new year. 
The month is entered in the wider of the two columns foi* 
' the date and need not be repieated for transactions occurring 
in that month. The day of the month on which the particular 
transaction took place will be noted for each transaction. 

(2) Title Column- The titles of the accounts which are affected 
a^re writterl in this column* It is commoiji practice to, write 
the title Qf the account to be debited near the left border of 
the column and tiie title of the account to be credited on the 
second Une in a position to the right as shown in Figure 5^ 
page 50, The explanation of the transaction is written 

.: below the account titles across^the breadth of tihe column 
and utilizing as many lines as necessary. Clear e^laha- 
tions are essentiaL ' ' 

(3) Ledger Page or Folio Column. When posting (or trans- 
. ferring amounts) to the ledger accounts, the accountant 

records in this column the ledger account page to which the 
individual amount is posted. It will be remembered from 
the study of the ledger that a foUo column exists on that 
form also* The page of tiie general Journal from which the 
posting is being done is placed in the folio column of the 
ledger account page, , In thig manner, on glancing %t any 

48 

^ ' ' 54 ' 
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p^rtlcula^ a.inc>Urit in t^ie ledge j accougit, the foUo column 
rill mye^i the p^ge of Ih* gentfrai journal irorn which ttiat 
a>n»urit was posted. &y JooWng m ihfr page numbei:' ■written 
ii5 the iollo tfoLMi^ii of tiie general joHriiaa, it can be detet*- 
jrtlntfllo mim i0^0i^ ac«oi^W Ih^ p^Hicular am.ount was 
ptfstea^ ' 

(4) Dgbit goi'UOTn. m aniouiat ^ep reseritiog a debit entry Is 
^teriE'S^rs whmn on. the mume Unie as tiie tttle of the 
atfcoun* v^hi^h ^iJl receive tfie^^ ^^^^ 

(5) C^^l^ton- An amotfW fey rfis^ftting a credit entry Is 
; etfte Jedititftls cdlujiHi on M sanfle Una as the tt tie of the 

account w'hlch /^Ut rflcelv* tJe cr^dJt. 

(6) TJansactlOntf having rjiior^ ttiMiEOtie debit and/or more ttian 
one tfreflii) &V0 calLed gpgiptfui^ iom jn^l entries . 

itiB acoouw naanes Tvritten in j ouyn^l entriep should be tiie 
e^ctnanjes of ttj,e accouiits as they apipear in the ledfer. 



For wwat patpflse i^ " Lp" me^ oH tiie Genera,! Journal? 



■ •■ JOURNAL , , . 



«^ — I 


Account TUte_Md EKplanAtloTi _- 




















?! 


.X 






Sep 


1 Cash 






/ 


























Merchandise Inven^tory 










a 


B 




















Land and Building ' . 






ft 


















- 


^cme Conipanj_ 






















A 
U 








Blacki. Capital 


















if 














I. invested caslii merchandise, and property? In a. 






























■retail hardware biisineis. 
































































2 A cme Compan^^ ; ^ 


















































-It 


i 








Paid on aCQcftint witli Acme Conipany 
























































3 Furniture and FiKtures 








3 


P 






















Cash ' 






















/I 

y 










Purchaeed sTiowcase and counters for cash . 
































■_ "_ ■ ■- - - - — 
































4 Cash 






/ 


/ 


Q 






























/ 






.V 






Sold merchandise for caih 
































































- -- — — — - 

5 Pur^chases 






J 


c 


P 






















Cash 






























^-^^ 


' Purchased merchandise f6r cash 














J ■ 
















































^^^^ 


6 Office supplies 














PC 
















Paoer/SupplY Compaitt 






























Purch^j^id taping paper on account 






























— ™ -f— - " - — ^ — — " — ^ — / - " 
































7^ B, Black, Drawings i ■ 








/ 








- 














Cash 




















1 


(5 










Withdrew cash for personal use 


























































8 Salaries 
































Cash 




















L 


i 


1? 








Paid clerk salariei for period 































































Figure 5 
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Posting to the accounts in the ledger. 



31v V To iiluBtrate j'^journaU? Black opfened hiS t^u 

\ ori 1 September purchasing the assets and incurring the liabili- 
ties as they appear on his balance sheet of that date (Frame 16)* 
Black's general jourml would receive the first entry in my of 
Black-B records^ Subsequent transactions would b^burnali^ 
in chronological order as tttejr accurred ahd Black'fBjournal 
would appear as shoTO in Figure ' Note that the 

foljo column is blank because it is assumed that posting of the 
entries to the ledger has not taken, place ^ 

in posting Black^s journal entries to the ledger/flccounta^ the 
process is accomplished step by step. Each aqcount affected 
is located in the ledger* The amount is entered on the debit or 
credit side ol tli(B;;ac count atf the jquriial erttry dictates. The 
* journal page nurtiber from which the postiiag done is ente rfe^^^^ 
' , in the account^ s folio column. The ledger page number to ^hich : 
" each account is posted is entered in the journars folio column. 
This process is repeated for each entry on the journal until the 
■ ledger accounts contain the Information found in the journal. 

Using the General Jourhal Illustration^ page 5Q*^ journalize in 
' the General Journal low Bad Smell Company transactions of 
> Frames 18 3 19 and 20. Use Oct 1^ 197* as the date for the 
V preceding tignsactions, ' ^ 



Journal ^ ^ Pag e 1 ^ 



pate 


Explanation 


LP 


Debit 


Credit 


Oct 1 






—— ^ 






197* 


% 


' ■ / 




'7 . . 





* ^ ^ Oct 1, 197* Cash 

' Bad SmeLl Capital 

Invest Cash in Business 



2,000 



1. 



Office Supplies 

Ofjfice Supplies Co. 

Purchased Office Supplies 
on account 

Cash 
Sales 

Sold Merchandise for Cash 



200 



4,000 



2iOO0 



2O0 



4, OOO 



58 
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- CHAPTERS 
THE WORKSHEET^ ADJTJSTIN^ 

/32 V GENERAL, . Because tranaactions do not alwaya coincide with the 
^ — — ^ accountiiig period, it often becomes necessary to adjust the valud 
of some asset and expense accounts to reflect their actual;^alue 
' , at the end of the period. For example, store suppEes purchased 

for consuinption during the period are considered a 
used. If at the end of tte period an inventory of ato re supplies 
reveals that half ot the stock has been consumed^ the consumed 
' portion inust be removed from the asset account and placed in an 

e^qpenstf account. The result of such an entry in the ledgers 
would be a reduction of an asset (credit) to its actual value As a 
determined by an end -of -period inventory Md establishment of 
an e:j^enae account (debit) to^ ttie cost of the store supplies 

used during the period- Further, the value of the Merchandise 
Inventory account has changed during the period because'^ of sales 
and purcfiaaes. This asset accojant was not affected durini thfe 
period. The inventory of merchandise taken at the end of the 
, V ^ period is the true value to be reflected on the statements and it 
become? necessary to adjust the old rjierchandise account to 
. ' ' . . reflect the new value* ' ^ 



33\ ADJUSTIKG PREPAID ACCOUNTS. Commodities and services 
^ purchased for use in the operation of a business ace assets until 
used. Though these assets are gradually consumed, daily de- . 
creases are not recorded In the account. As a result^ the 
account is not stated at tlie correct amount at the end of the .1 
period. The amount in the account represents part asset and^ 
part expense. For this reason^ such an account is called a 
^- mixed account,^* .An adjusting entry is necessary to adjust the 
value of the account to the amount determined by an end-of^ 
period Inventory, . - , • , 

Define tiie term "mixed account,*' 



59 
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The amount m an asset account that is partly an asset md the 
reniainlng portion ani expense. , 



Listed In thia tollowlng frames are explanations and examples of 
some mucad accounts. Though all types of such accounts are not 
listed, tte principle of adjustment remMns the same. 

Store Supp lies. At the end of ttie period and before statements 
are preparad^ an iwento^ of store supplies on hand is made. 
The difference between the InventoiTr amount and the value of tiie 
account represents the amount of supplies used In the conduct of 
operations. For ewimple^ store supplies on hand at the start of 
the period were worth $50. The ehd-of -period Inventoiy of store 
supplies revealed only $10 wortti on hand. Store supplies worth 
^40 must haVe been used iduring the period! Put the required 
adjustment in the form of a journal, ent^. ^ 

Store Supplies 



store Supplies Expense 

Store Supplies 
To record store supplies used as wa expense 



$40 



$40 



Store Supplies 



"Wo 



Store Supplies Es^ense 



60 



The Store Supplies account now containB a net debit. balanae of 
$10 which la the amount determined by the inventory; The 
e^ense Incurred by use of store supplies la recorded in an 
eJ^ense account/ Office suppUes are adjusted in th^ same 
, manner as atore supplies. . . .. 

Journalize and post the following adjustmenit: Store SuppUes 
at the beginning of the period is $200 and Uie ending inventory 
count is $195. 




61 



* * * 



store Supplies E^^tense $5 
Store Supplies $5 



Store Suf 


plies 


$200 

f 





62 



store Suppi ies'teK pense 



:$5 



* * * 
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Prepaid Rent , Rent paid in advance is carried as an e^^tjtise 
if the rentj)aid is only for the period covered - 



Rent 
Cash 



XXX 



Paid rent for tiie period. 



Cash 



Rent 





















■II— 






Sr . - - . . 






I' 







1- 



^7 



3^/ 



03 
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If the rent paid in advance covers mpre than the' current peribd, 
a residml amount at the end of the period appears ks an asset 
ar|d the ei^ired portion is recorded as an expense. Assuming 
prepaid rent of $300 covefs a jrmdnth period mid records ara on 
a monthly l&aaiSy an adj Is necessary to ^ectfrd one-aixth 

of t^ prepaid rent as an e^^nse. 



Preiiaid Rent 



Rent E^qpense 

Prep^d Rent ^ ; 
|ro record 1/6 6i prepaid rent as 
I an e^ense of the current period 



$50.00 



$50.00 



Woo 



Prepaid Rent 



Rent Emense 



m 




(Cont)- 



Note in the illustration above that the Pr^apald Rent aacourit now 
has a $250 debit balance repi^genting the correct vahie of tihe 
asset. After six mojiths- tlflae^^^^ Prepaid J^ent account will be 
completely balanced out while es^enses havt been recorded in 
each period as they were incurred. 



^ Journalize and post the follQWing adjustment; Pirepaid Rent has 
a $600 balance^ but j^lg^ 1/5 of the amount applies to tiiis period. 



Prepaid Rent 



$600^ 
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* * * Rent E^^ense 
Prepaid Rept 



$120 





Insurance and similar Items which are likely to be p^d In ad- 
vance are adjusted In th^^am as the illustrations in the 
preyious frames. Wh% It fey ©finitely determined artime of; 
purchase timt the entire aTO^ Item will be consumed 

diaring the period and too pprtt^n wil^ as an asset ^4*^e 

mvA oi the perlodj it is uiual!^ Jjetter practice to >^delj^t\a^ 
pertse^ account , ra^er thaw Thil^ wili a^ 

malcirig an adjustment at tlw tend bl :the period *f For e^c^l^le^ 
if insurance was paid for a i -week period^ this amount l^bii 
b€i an expense at the end ot ttie month. Rather than record the 
purchase of insurg,nce_aaWtepaid insurance (an asset]! ^ reodrd, 
it immediately stivxnai&raftc^^ . " ^ r 




/only 1/4 
Prepaid Insurance 
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• V 



Prepaid d[neurance 



$400 ^' 


$100 







Insurance E^ense 
Prepaid Insurance 



$100 



$100 



% 3^ * 




^.ADJUSTING MERCHANDISE IWEOTORY. 

a. As ms observed- in Chapter 8, the merch^ 

not credited for sales ^or ia it debited ; 
merchandise intended for ^esaJ^. The account shows the 
same' amount at the end 'faf Uie period as it did at the start 
of thfev period. This amount r epreBfents a cost pf merchandise 

■ ' on hand at.the be^nnihi of the p At the end of the ' • 

periods it becomes riecessary to adjust the Merchandise 
Inventory' account-to the value deterinined^^y the ending 

,. ' inventory. ' • "■ J.r q : 

l>: If no purchases of merchandise are^ niade during the-'perlpd, 
the total difference betweeri^tiw beginning inventory and the 
ending inventory will represent the Cost of Goods Sold. 



Sales : 

Less Cost of Goods Sold 

Merchandise Inventory^ 1 July 
" Me^*chandtse Inventory, 31 July 

Cost o| Goods Sold , 
^Gr OSS Profit on Sales 

M 




$1,000 



600 

.$ 400 



j^fhe problem of adjustment is one of. replacing the old 



if Merchandise Inventory account balafnice with a new one. 
' »The Merchandise Inventory account has a $700 debit balance 
. and ts, credited for $700 to remove the balance. The debit 
' ; in thie entry will be to an account which is established for 
surntnarization of income and ej^ense accounts. This new , 
account is titled "Profit and Loss Summary" and will„be 



61 
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ijdiscuss^d in more detail later in tiiis: CHaiJi;er; . The accounts 
and entry will appear as follows*. { 



, Merchandi se Inven tory 
$700 ' 



Income Summary 

. Merchandise Inventory 
,To trans£er,Jfcf»e Inventory of 1 July 

. to 1he*Inp|me Suinmary 



$700.00 



$700. 00 



Merchandise Inventory 



Income Summary 



$700', ^ J 









The MircHaftdtse Inventory '^Qgoimt is.iiow„b^l8Lnced out. ^ 

The valUte of ihe,n^6^chaaai^i#(hM^^ ^^,^1:, ^ 
.perio^-as determined b'rth?Mc#: inventory must be debited 
to, the metondisfe acibunt. Thp off -setting credit will be , 
njade to the tncome Sumnia#y account. The accounts and 
enti-j/^wilLapp^afc as foy|ws: , , • : W 

■ rncome ^mmary 




.$•700 




|700 








1 i ' 




. 4;' 



1700' 



'' Merchandise Iwjentop 
' inconie Summary * 

To transfer the inyentc^^^ 1 Ju^ to 
the Merchandise Inventpry accou;nt, 



$,100,00 



$100. 0( 




(Cone) 



IrtcdHitf Surniiaary 
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M&i'cMn^ifi^ Iwm^o^Y &^0^uSt siot^ ^h^ws the correct 
balance to e^ite^ c?n tiie state^ii^iitS blM imome Summary^ 
account sHov^s A iebit'^aLan^e ot 3800 - d^e Cost of Goods Sold. 
It wUlye mm htsr tot tlie laCot^ie Suniniajy account will 
i^eceflv^ aU ttne Incot^e arid ^^^ng|^ 0ccoi^nt@ w^hlch appear on 
the ifflc^in^ s tatfeei^t, ^ " " ^ . 



Jourt^aLi^earicl Post Ch^ trausactton pertaiWtfiB ^^^t^ the 
I\Ifii^^ha.nd3se A^coiiat baseS thefollP\73a^ imforniation: the 
begiratog ta^toCe is %&yM mdtm cfindirLg batence is $4,O0O^ 



Encode ^ucnmary 



6 9 



S3 



Income Suitmiary 

Merchandise Inventory 
Merchandise Inventory 

Income Sunimain; 



Merchandise Jnventory 

$6^ OOO 



$6, OOO 



$6, 000 
4, OOO 






THE WORKSKIEET. 

^A. The u-^orksheet is nierely an estensioii of the trail fealance. 
The trail balance' waS described as a tool which the 
employed to test the accuracy of debits and credits* "^he 
worksheet is a tool the accountant uses to summai^ize the 
information which will appear on the statements* iise oi 
the worksheet^ the accountant can be assured that Values of 
itenis found on^^liie statements are correct before actual 
preparation of the statements is undertaken* 

.J, The iv'arksheet consists of 1 0 -column paper witli account 
titles and folio coliiinns found on the extreme left (refer to 
Figure 6 J .page 66). 

(1) The first two money columns are tlie trail balance totals 
cQhinms. This is niferely a result of entering the 
prevLousl}^ prepared trial balance. 

(2) The second pair of columns are th£ adjustments colunms 
Ufied to record the adjiislments dlscMBsed in the previous 

r frames. Ail year-end adjustments mil be entered into 
ihese colunins in ^*debit'* and "credit' forni. 
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(3) A.11 adjustnients will be entered in ttie Account Columns 
below the trial balance totals. New accouiits will show 

(Cont) both the debit and credit adjiistmeiits, below tiie trial 

u balance^ whereas adjustniejits to exlstiiig accounts will 

show one adjustmenf directly to tiie affected account^ and 
the other to the related accrual accoujit llsted^elow the ^ 
trial balance, • v.^^' 

(4) riie tliircl pair of columns pertain to .adjusted trial balance* 
rhe amounts in the original trial balance are combined 

' ' with tlie adjustments and are entered in tiie adjusted trial 

balance cblumns. . ' 



f5 riie fourth pair of columns contoin tlie revenue and e^cpense 
items which will appear on tiie income statement. ^Thts 
column will be derived by transferring the revenue and 
expense items in the kdjusted trial balance to Uie income 
statement columns, Reveniie amounts will appear in the 
right^haiid (credit) colunin and expenses "will appear in the 
left=hand (debit) column, ^ VWien totaled^ the difference be- 
tween tiie debit and credit columns will indicate ttie net 
income or, net loss for the period,. If .the credit column 
which contains revenue items exceeds die debit column 
with its expense iteihs^ a net income has resulted. If the 
reverse is true^ a net loss has resulted. 

(6) nie fifth pair of colunins contains the assets, liabilities^ 
and propi^etorship. The net income or net loss deter- 
mined in the income stettement columns is carried to tlie 
balance sheet columns . A net income representing an 
increase in proprietorship is carried to Uie credit colunin. 
A net loss representing a decrease in proprietorship is 
carried to tlie debit column. The net income or net loss 
aniount causes the balance sheet columrite to equal. 
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Worksheet 
30 September 19 = - 
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The worksheet is prepared and employed beforelaijusting 
.entries* The reason for this Is that the adjusting entries 
may be made in the adjustment columns and ttie information 
for the statements summarized prior to entry in any records. 
EfmvB discovered during ttie preparaUon of tiie worksheet 
ma.y then be corrected before addlttonal erroneous entries 
are made. The worksheet is not a formal report and may , 
be prepared in penclL - , r ; 

Pi^re 6 shows tiie work papers of Black dated 

30 September ^The explanations below apply to the 

entries fourid on the work papers in tlie figure, 

(1) The trail balance^ as it appeared in Figure 6^ is a list 
of the debits and credits appearing in the respective 
moaey columns. Note that the folio column bears ac- 
count page numbers. These numbers have not appeared 
in previous illustrations but are introduced now for 
subsequent illustration of their Use in cross referencing. 

(2) Adjustments are made in Uie adjustments columns. 
Related entriesJtear a letter in parentheses similar 
to the fij^lanation of the adjusting entry found below- 

(a) The merchandise inventory of 1 Septemher 19-- 
rn^ust be removed from the Merchandise Inventory 
account by a^creditp The debit entry is made in 
the Income ^mmary account, Hiis is normally 
the first adjusting entry which will be made, 

(b) A^^j^Jiyscial inventory of 30 September 19-- reveals 
$2, 300 worth of merchandise inventory on hand. 
Since this amou^ represents the current *^value of 
the merchandw^nventoryj tiie Merchandise 
Inventory account is deBited for $2^ 300 and the 
credit is to the Income SumHiary account, 

(c) A physical inventory of office suppUes on 30 

, September 19-- shows $15 worth of supplies re- 
milhing on hand/ This amount Indicates *a reduc - 
tion in the Office Supplies account totaling $10 
(1 Septeniber balance of $25 minus 30 September 
balance of $1 5). The- $10 wortli of office supplies 



was. consumed diiring operations of the business 
and necessitates an adjusting entry crediting the 
Office SuppUes account for $10 and debiting a 
newly opened expense account^ Office Supplies 
Expense for $10. This adjusting entry establishes 
a debit balance In the Office Supplies account 
totaling $15, the value of the 30 September inven- 
tory. The entiy also establishes an e^^ense 
account showing a debit balance of $10 which will 
decrease proprietorship by being a deduction from 
gross sales income on the income statement* 

(d) The adjustments columns are totaled to determine 
equality of debits and credits. 

(3) The amounts in the trial balance'colunins are combined 
with the amount in the adjustments columns and carried 
over to the adjusted trial balance columns. These 
columns are totaled again as a test for equality of 
debits and credits. This check provides insurance 
against transposition errors which might occur in 
carrying the figures from the trial balance and adjust- 
ments columns. A transposition is the erroneous 
rearrangement of digits^ such as writing $542 as $452 
or $524. 

(4) Income and e^qDense itenfs which will appear on the in-i 
come statement are entered in the respective debit and 
credit columns headed Income Statement. In 
tracing these amounts, observe that: ^' 

(a) Sales of $1, 100 appear in the credit columj^ 
representing an increase to Proprietorship. 

(b) Purchases of $1, OOO appear in the debit column 
representing a decrease in Proprietorship, 
Remember tliat purchases appeal'^ in the Cost of . 
Goods Sold section which reduces sales income 

on the income statement. 




G8 



(c) Salaries paid for Uie month are^eKpens€S which 
decrease Proprietqrshlp and are deducted from 
gross income on the income statement. Because 
Salaries Is an expense account, the enti^ is made 
on the debit side. 



(d) The beginning inventory of merchandise is carried 
to me debit column while the ending inventory is ■ 
carried to the credit column. This has the same 
effect as computation of Cost of Goods Sold, The 
beginning inventory {f2, 000) and purchases ($1, 000) 
are in the debit column while the ending inventory 
($2, 300) is in the credit column. The net balance 
($700) is in the debit column where it will be a 
deduc^pn from sales. ^ ^ 

(e) The credit column total exceeds the debit column 
* total by $240. This balancing figure is placed in 

the deWit column to force both column totals to be 
equal. Since the credit (revenue) column exceeds 
tlie deb|t (expense) column, increase -in Pro- 
prietorship is indicated. The balancing figure 
($240) is net income and tliB'rtitle is written under 
the account titles on tlie extreme left of tlie work^ 
sheet. 

Assets^ LiabiUties^ and Proprietorship^are carried 
from the adjusted trial balance columns to the balance 
sheet columns. Observe the following values iit the 
balance sheet columns. 

(a) B. Blackj Capital is carried to the credit column 
where it represents/ Proprietorship, 3, Black, 
Drawings is carried to tlie debit column to 
illustrate(^clec regie in tlie Capital account, On 
the Balance Sheet, Blacky Drawings are de- 
ducted frqjn B, Blacky Capital in the Proprietor- 
ship section (Figure 7). 

(b) Net income represents an increase in Proprietors- 
ship and is taken from tlie debit income statement 
column to the credit balance sheet colunui which ^ 

in etfefit^ is Oie'same as adding the income directly 
to Proprietorship. 
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{6) When all ii^ormation has been entered on Uie work- 
sheet, the entrlta in the adjiistmeiits columns provide 
a guide for recording the adjusting entries in .the 
journal and preparing the financial statements. Black- s 
adjusting entries would be entered in the journal as 
follows: 



Journal 



Page 2 



19— Account Titles arid EKOlan&tiOn 
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To remove the beginning inventory 


































from the Merchandise Inventory account. 
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To enter the ending Inventory in thg^ 


































Merchandise Inve^itorv account. 
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In the abpfe illustration, note the account numbers in the folio 
column iriptaating. the journal entries have been posted to the 
respective accounts. The ledger accounts' now appear as: 

Merchandise Furniture , 
J . Inventory (2) and Fixtures (3) 



1200 


50/ 


iloo 


300 




1000 


r 


100 




150 



2000 


aOOO J2 


J2 2300 





300 
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Land and 
Building (4) 



Office Supplies (5) ^J&xm Co* ;"t6) 



2000 • 


2S 


10 J2 50 


200 




,i 















Paper Supply 
Company (7) 



Sales (lOf 



(8) 



5000 IpO 



BV Black, 
Drawings (9) 



Purchases (11) 



SalaW^- (12) 



1100 1000 



150 



Income 

Summary (1 3) 



J2 2000 



Office Supi 


3 lies 


Ej^ense |14) 


J2 10 
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(cont c 
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end of its annual accounting period ca^rrl^d. the fdllowing 
amounts: • % 



APPUANCl REPAIE SHOP 
Trial Balarice 
pecemBer ,31, 197* 



Cash 

Prepaid Insuraiice 
Repair Supplies 
Repair Equipment 
Ajax Supply Company 
Dale Howard, Capital" 
Dale Howard, Withdrawals 
Revenue from Repairs 
Wages jEbcpense 
Rent Ei^ense 
Advertising ,ExiDense 
Totals 



1,125 
21 & 
1,5S0 
4, 320 



'5, 300 

960' 
32 S 



250 

4, 545' 

13,475 



.1 8,270 



On a scratch sheet of paper draw a worksheet m illustrated in 
Figure' 65 page 66. Enter the trial batence amounts in the 
Trtal Balance columns of Ahe^work^eet and complete the 
^ worksheet using the following information: 

a. $165 of insurance used for this period. 

b, * Repair supplies inventory was aountad and only $380 

was on hatid, 

; (Answer on page 151) 
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a. ^ The led^r accomC bailees sho\^n on page 66 are those^ 

which^lj^ar Qn Black' e statement wltti one exeeptiwi/ . 
The b|i^ce in Black's dapitai account^ |>age 66 dpefi not 
bear Uie s^toe balance as shown In tile Proprietorship 
sectioij ot ilacte'^a Balance Shteet ffl^ye 7^ page 74).^ The 
reason for 4his'^fjjyerence is thit ihcreks^s^d dwreaaes 
in PrbprietoraMli were entered iri'incomi and e^ense 
accounts (Satoij, Furchases, and Office Supplies Es^ense) 
^ ^ rattier. than In ih^ permanent Proprietorship accounts. To 
V show Black'a Froprletorsh^^ the current date and to 
clear tiie incorae wid.ej^enge, accounts from the books^ it 
is necessary to tmnsferfhe effect of increases and de- 
creases in Proprietiorship (the net profit of $240 in^this . 
case) to Blaipk^a Capital account. The entries required to 
acGom]^lish the^OTC are referred to as Closing ^ries J 

b. "nie purpoat of ^0 Income Summary account is to sum- j 
marize revenue and expenses at ttie epd of the period, 
Since reven^fe awd e^^f nse accounts represeitit increases 

. and decrea^ra m Firoprietdrship relative to only the 
. cttrre^Mppd'$ ^ it Is desirablfe &at these 

' f^^^"^^^^^^^^^^^^'^^^^ tiie ledger to preclude sub- - ^ 
^ similar, entries applicable to lat6|r ^ 




Define Oie teriy Clo^lpg Entrtes>/. ^ 
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' Black 
Balanea Sheet 
30 September 1 9 
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The process pf tr^^^rring the 
to the capital acc^^ '^ 



* * * 

ft 




The Income Summary account at this point bears two entries 
made during adjustment of the^^ccounts. The debit entr^^ 
represents the beginning inventoTy while the credit entry **' 
represents the ending inventory. In the process of closing 
the revenue and e^^ense accounfts into the Income Smmmary 
account^ revenue items will be credited to tiie account and 
ej^ense items will be debited to fee account. To illustrate^ 
below are ttie revenue and expense accounts of B. Black and 



necessary closing entries. 
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Sales 



1000 



Office SuppUes- 
^ Expense (14) 
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Uatc? ACCOIIN^^ TITLES AND K X PI .A N ATION 
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■ : To close Purchawt3S ExpcnHa 
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(1) To cloise Sales,; the account is debited and Income I ' • 
Sumnjary is ^credited by the closing journaf ehfryy^% ' I 

(2) Tq^jirose the expense Accounts (Purchases, Salaries, and 
Office Supplies Expense) each is credited and the Income 
Summary account is tiebited by tlie closing Jburnal fintry* 



Journalize^e ^losing etltHes for the following actoujit balances: 



Revenue frojg^fiepairs 



PuyfchaseSf 







2000 


^ , 


















Rent 




, Wages 
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Revenue from Repairs 
inqome Summary 

Income Summ^% 
Purchases ' * 

Incomfi^ummary 
.Rent Expense / 



Income SufflmaicY- 
Wage Expense 



2,000 
450 
680 




U,000 

2,© 
' 4 So 
680 



The .income and e^ense, accounts with the ,Profit and Loss 
Summary account >are shown below after the clopng entries 
have been posted^ - 

Income Summary ^ (13) 



2000 


2300 


J3 1000 




.1% 150 




3, 10* ' 









■ Sales 


(10) 


1100 . 


1400 J3 







Salaries ^12^ 



Purfchg^eg tll^'-^ 



150 


^50 J3 











■ipoo 






00 J3 











Office Supplies > 
Expense (14) 



10 



10 , J3 



Note from the above illustration that^the net credit balahee of 
the Income Summary account is equal to the net income for 
tl;e period- $^40, ; 

From the journalizing of the closing entries on page 76, po$t 
them to the accounts as in the illustration above* » ' 



Income Summary^ 




2000 . , • 




4000 


450 : 






' §60 













Revenue i 


'rdr 


r^epairs 


4000 




1^4000, 















Purchases 



Rent 



Wages 





. 2000 ^ 


2000, 


450 


.*450 














680 


680 








— — -.- — / — . 





The net result of business operations must np^b 
to the dProprietorys Drawings account* . The ©algLii 



^ )e transferred 

. w..^ ^^roprietorys Drawings account* /The Ba 
^^Drawings account will then be transferred to die Gat>ital ac-^ '^^ 
couijt to show tihe Prop^ietbr'sifiterest in this business at thft; 
start of a new period of operations. This ,1s accomplished by 
}: debiting Inconie Sumniary for Ihe^mount of net Ineonie which 
will balance put tibe account^ TOe crfedlt is to the Proprletor'&^ 
' Drawings Account* ITie closing entry for Black is ppurnaUzed^^ ^ 
ag follows: ^ * . ^ 

% , - Journal . ■ ' 

. • " ' . Page 3 







Closing Entries (.^orftVd) . ^ 
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To transfer Net Incomfe.for period to 
































Proprietpp/s Drawings account 
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Black/ Drawings (9) 
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I'm', 



Drawings 

Inoom& Summa^ , 



Income Summary 



400 




1000 , 


600 




400 




» 'ft 







400 







400 

> 









He * 



The balance df the Drawings account is now transferred tg^thli- 
Proprietory^, Capital account with the following journal entry: 




Journal 







. Clo$lnff Entries (Gont»d) t.^^/'^* 
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*^T^o transfer the N^t Increase In 
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/ .Proprietorship fpr the period to ^ ^ 
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^.Proprietbr's Capit^ account ^ ■ 




























It 
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B, Black, 


Capital (8) 


B 




^ 5000 


100 . 




; 140 


140 






240 



B, tilack, Drawings' (9) 



240 



It cmirbe seen Uiat after this final closing e|itry^ the^rop^|^or*$ 
accounf balance is In agreement with the amount shown on^ me 
Balance Sheet In Figure 7, page 74* The revenue arid expense 
accounts^ Incom.e Summary account, and tiie Proprietor's' ( 
Drawings account e^U have a, zero balance and are prepared to ; / 
receiye new amounts relative to operations in new period* 
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Using the account balan6*es of frame 44, cloSjS out the Drawing 

account to the Capital accpuntv' ' 



Drawing 



Capital 



'ff 
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Capital 700 
Drawings 



IQO 



Drawing 



Capital 




* * * 



& 



POST CLOSING TRIAL BAJLANCE. A Post Closing Trial 
Balaiw^is tlie test made <to assure, that debijt -credit equality 
has bfeii|tnaintained in ledger throughout the adjusting , , 
closing and balancing processes . The balances of ac^unf s 
remaimng open rejlresisntj;h,ea Assets and the Liabilitii^ and 
Propj^ietorshlp ofr the^b^ttfess. When the deftits and credits 
have proven to be etprt^ the aecoi^ts are. ready for the next 
period's efitries. i;,ftf' , , - 



Define the Post Closing.Trial Balance. 



Mm 




/ft. 



) 
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To assume the, debit an^ cf^ 
;he ledger jhroughout^^^^ 



laintained in/ 



--- ■ . > .I'-u^^Sra ' - - ^ > I- '-, — ' — 



The Post Closing Trial Ba^nce.of ^ Bteck .wjU,^onsist of a 
listing of open accounts with their bas}s,pes. iri^preparing for 
the Post Closing Trial Salance, all dewts and cf iditg in each 

•account are totaled. If no balance exists; a double ;linfe is 
drawn under the debit and credit totals to signify that the last 
eritry for the current period is above the double line. . If a 
balance exists, the balancing figute i^s written in ihe debit or 
credit column of the account with the word -'Balance" written 

"iri-the explanation column. The debits and credits are totaled 
and double lines are drawn below the totals. ^ 



Each accpi^^^Kch 'bears a balancing figure is Uste4 as In ' 
■previous Trial j^alapces with the balancing amount appearing 
in ttje debit or c^^column of the Trial Balance as appropriate. 



B. 31ack's . completed ledger in formal account fdrrn and his 
Post Closing Trial Balance for September appear on pages. 87v 
8Sj 89 and 90. ' ; 



true; or false 



All of the accounts in tlie leager are Hated, 
on the Post Cl^n^TMal Balance, - , 



* * + 



False 



* Id * 




THE ACCO^NTINC^^CLE. 



a. The accounting procedure from the original entries to the 
Post Closing Trial Baldrtce has been discussed In sequence, 
This sequence of procedure Is knowil as the accountii^/ 



b. A summary of tiie procedures is: 

(1) Journalizing . Transactons were entered in the general 
journal with an e^Mnation; The date of each trans- 
action was noted q^d the folio column was left btank 
until the amountso^weif transferred to the^ledger 
accounts. tr * 




(2) Posting, Aniounts were tekenirom the journal and 
entered in the individual accoiirfts of the ledgetf. The ' 
journar page number was posted<to tiie folio coluim:©! ^ 
the ledger: "At the sanle time, tl^ ac^dupt pBge ntkmber 
was posted to the folio column of the jbujrnal indicatlhi" 
to. the J^l^i^dltkeeBl^ that th^ feiount had be^ po^ed and^^ 

, wher^itVwas poaifed. ^ ' v # . 

(3) TMal^L^hteg^^^ 
mirie^uality of debii^ ^^ fi K^^^^^^^ ^^^fif iin^ ' 



credils in each accou^^^^^l^aled^^ 
A balance for each a%^)^^ |^|.1^et^^[^d , ' A^^llsting. : 
of account^ with their r^^p^tive ^^^^^credit bal- 
ances was made -and the i^^eb calumnjpi^^^ ^ 
dplumn'of the Trial Balance werfe fotalei. To bring 
the uncurrent accounts up to date^ adjulmients. wer^ 
mp.de Qji.the wc^^sheet recording the expense of e? 
pended; assets a^ the current balance of met:Ch^^i-se 
0n |ian^ ^a^eteri^ied'by the end-Qf-perijD^||^vfentory.. 
Aftlr the "adjusting-entries^ the Trial Balance amounts. ^ 
were comb IM the. adpstij^g entry: amounts and ^ 

l^dJus^ed T^'ial Balance a^^^ 

bm{^hfe'' AdjUsi^'di4^^ Bal,ahc€^th| inforn^^Upn^ wa^ 
tfui^^aprclas iTL^ncote statenient coltifiins 
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a* 



(4) Statements^ The Income Statfment and Balance Sheet 
were prepared irom Infor^^ioh cQntalned in the work- 

^ sheet, , 

(5) Journali zing and Posting the Adjug tlng Entrlef , 
ad juBting entries that appeared on the^prksl 
entered in the general joutfn||:aDd pos^d to tifili^^l^r 




accounts. 



(6) Gloging Entries > ''^^ffi^^^® e^^ense accpi^ts . 
were transferred toM^^^^me Summary aocount«*^' 
This account reveaffl^^^pance equal to the income 
for tiie period which^^ilosed to the Drawings ac- 
count*. TOie Income Summary account was Uien in 
bail^ce anft closed oujt. ^ . Th^ ^alanc^ ©f tiie Drawls 
ac^int was closed to the Ca:pita.l account, 



(7) Pdat Closing Tria^ Ba^nce, This TriarBalance was 
made tq prove the equality of debit and credit balances 
in the accounts remkining open after closin^entries l 

had been posted* • • . 

• ■ fc^" . 1 - • " - . = 



List the seven stages of the accounting c^cle. 



as 

* 



t 



* * * 



i. 

2, 



Journalizing 
Posting 




J® ' 3i WorkBheet 



4/ Statements 

5/ Adjusting Entries 

6. plosing Entries 

7i Post Closing Trial Balance 




4 



* * 
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In tlio iUustmtion abovc/i note the iollowing: 

1 The roveiiue and ^xpSnse accounts aro ■ 'closocl Dui'' by tlio cloBihg , 
c?itrie3 with no^lj^llanciiur f iffi^^ ■ ~ \ 

2, Hinglb lino is ciralvn across llio nioiicy coluinn only when footing? tlid 
• CQluifin while double} lines uro drawn across aU^<^oIunmB (oxc€i5l Iho 

ex}DJfl.iiation coTumnFwUcn ^ . 

- ' ■ . ■ ^ . ■ ' . *' 

3, The balancing figure is carried to the next line belo^v^'the double^ Unes 

and given LliQ first date isi the succeeding periocy , ^ 

4, The accpunts with^onc debit and oaie creyit which are equal are not : 
' totaiG<f but are designated a^ closed accounts by drawiiig double liiies 

imiiiediatoly bolQVv the entries, Wheii It is ndt readily apparent that 
the total debits and tdtal^Vedits i^i an account are eqmU the CQlunxns 
must be totaled before doutjle lines may be drawiu ' , 



DEPRKDIATION, n^C^DEHrS, ACCl^UKD AND BEFERRKq ITEMS 



pEPRECIATtON. In the operation of iisbuHiiia^^«^ BO^nc assctB 
Arc purchaBJdfor rosfilo and ^ome fur c|iirr^uniption, ^ Wlillo 
/certain asa^s (store aud ofjfico suppU€g/,aro actually coiisumed 
/durSn|r o^^praHons, oUior {isscts arc of a more permanent natfurc 
7 and do nbt c|iange in quRatity, Such permanont type assets are 




^d f ted 



itiuiatloh of 

as/5ct Bl^ouk: 
of the cf^sl s 
depreciatian 



aj^sctB, In order b conHiclor all costn in the dett>r- 



)t income^ aijortion of Ihc total cost of a fiKcd 
be charged to cadi income period/ Thcr assigning' 
of fiKcd a?ij>otB to Income pcriodB is called 



.Wliich nho ol^ the foUomng asBCtB wUl probablf be depreciated?, 
rV. Cash 1 ■ ..^ ' ' 

). Inv(?mf)ry\ . ■ 

Machiiiory 
Laiid 



c 
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c, IVIachlnery 




The dcprcclat^Dii miist be recorded m an expense of Iho poriod 
just us Hupplles become ex|)eases of the poriod in whioh con^ 
sumed. For eMmplc^ assume a delivery truck puralmsGd for 
$3, 600, is fes ti mated to have a llfo of 3 years* Annual deprecia- 
tion would be ^1^ 200 (3600 ^ 3) and rnoiitlily depreciation would 
bo $100 (1200 4- 12). The depreciation oxpeiise of $100 for a 
month's operrLtion of the trxick 1.^ recorded as an expense agaiiisl 
any profits macic diiring that iriDnth's buBlness. 



A machine purchased for $C, OOO is Gstimated to have ^ useful 
life of 10 yom-'^. Wiat is tlie ainoULnt of depreciation Uiat ^111 
bo charged rnoiithly? 



on ■ . 

e . - 

4 * 

92 . 
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$6,000 f 10 COO ^ 12 - i^SOryionthly 



* * * 




One might rocord the CJ^ense by crcditingthe Assets Delivcrjr 
Truck, and debiting the EKi)cns6, Deprociation. However, thie 
entry \^ould be impcactlpal because the depreciation rate is 
based on an estimated tnack life of tliree years- Jt may tecome 
nocessai^ to adjust the Depreciation Expense and the Asset if 
the Ifmk acluaUy lasts four or five years. Also, by c^ecrcasing 
the asmt account, the Initial cost of the fixed asset will become 
lost to sight as entries are nmde and the account is carried for- 
ward tg new pages, Because it is cicsirable to show the original 
value of an asset and the aniouut of depreciation of that asset 
charged to Expense^ two accoiints mast be maintained for each 
lixed mmt. One account mlj recorci the cost of the fixed asset 
imd tho second will show thfe accumulated depreciation against 
the ass-at, A third account will be used to record the expense 
of depMciation, 

For eKamplCj assume the truck niontioned abov^e appears in a 
Fixed A&^sot account as: 



At the ond of a nionth-s operations, the expense of depreciation 
on the truck must be recorded a& a charge against profits. The 
expense Ib ctotjited io an eKpeiise account titled Depreciation and 
the docr^^ase in value of the iisset is recorded as ,a credit to an 
account tit led Allowance for DcprDciation of DeliveryTruck. 



Delivery T ruck 




Depreciatjioa EKpeiiBC 



Allowa^e for Depreciation of 



$100 



D^Liver;^ Tnick 



$100 



To recortf] estiniated depreciatiori of 
Deiivory ffruck for one monUi, 





Tho aecdunts, when posted, wiU appear as- 



^^^^^^ ALlQwarttfo for Doprocialion Depreciation Ejcpcnse 



Delivery Truck 



The Allowance for Depreclatioa will r^nialii In tiie records, as 
loiig as the asset Is pwned. _ The Depreciation Ex]7eftsel account 
will be closed to Uic Income Nummary account just as /other 
ex{)enses are closed. , " , 



Journalize and post the machliie depreciation for one|mohth 
iriGntioiiod in f i-ame 50. 



Machine 



BOOO 




94 ' 
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Depreciation Expense ; $50 

Allowance for Depreciatioii, Machine 



. Machiai 


Deprec 


Ration E^ense 


6000 . 

f 




50 


4 


• t 


'I 











Allowance for Depr 
SO 



* * * 



When depreciation has been estlinated exactly, the Allowance 
foi' Depreciation account will have the same balance as the asset 
account on the date the' asset becomes completely worn out and, 
worthless. The worthless asset will be discarded and -writteri 
off the books by the 'foUomng entry: ' , 

Allowance tor Depreciation of Delivery Truclc $3, 600 
■ ' Delivery Truck - ' ' $3,600 

To write off fully depreciated . 

D.uring„the 3 -year peiiiod aDove, depreciation ej^ense will have ■ 
been re,corded at $100 each montii. The' Allowance for Depre- ' 
.ciation 'accouiit wiH-have received the $100 credit each month ■ ( 
andjotaled $3, SOO in three years, the original cost of the aBset. 



chine nientloned In the' 



Assume the acfi&ffltts concerning the ma 
previous frames- ap3 ear as follows:' 



Machine 



Allowan% for Depreciation 



600O 



SOOO- 



/ 




Alldwance for Depreciation 
4iachine I 



|6, 000 



$6, 000 



Fixed assets ane often sold befoife they become completeljr 
worthless, Aj/the time of sale, Ihe boolc value of the asset 
must be detQff mined, Book valu^ refers to the original cost 
of the asset mii^s the AllQwarice for depreciation. 



■ • ■■ • / . ■ / 

Wlmt iSe the bodk value of a machme that was acquired for 
$9, 000 and held for three years/and depreciated at $2, 000 ^ 
a year? . 




96 
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$9, 000 ^ % 000 X 3)^ = $3, 000 book value ^ * * * ' 

f t< f ^ 

Asfeume ^ deliv^^yy truck is sold after two and one-half years of 
set'vica,^ the book valTie of^the asset would be the original cost 
of $3- 600 minus the Allo<vance for Depreciation of $3, 000 ($100 ^ 
pet* month tor 30 nioiiths);or $600. If the sale price , were $600 
or book value, the entry '^would be: \ ^ * 

Cash - ' . ; ; ' ^ $600 v 

Allowance for Depreciation' of Delivery 

Truck • $3,000 

Deli verF Truck .$,3, 600 

* To record the sale of Delivery Truck for 

booK Valine . ■ ■ . 

The debit to Cash recoras the receipt, of $600. The debit to j 
Allowance (op Depreciation' of Delivery Truck balances out that 
account which has received 30 credits of $100 each over the two 
and one -half year period, the credit to the Fixed Asset account, 
Delivery Tjnick) balajices out that account, . 



'Assume a tliat cost $6, 000 wafe sold for $1, 000 and the 



amount of 
the journal entry 




ice lor b.epreciation was $5,000, what would 
be to record this transaction? 



* * * 



Cash . ' ■ . $i,00b 

41Lo^varice for Depreciation -Macliine 5^000 
Machine 



$6, 000 



^ % 

S 




IX thip delW^y truck were sold fpr'an amount in excess of the 
V>OQk yalue, 1 gain would be recognized.vJAssuniing the sale 
'^rice to be $800 after tlie two and one^hJUf years- of service, . 
the joiirnojl entry would ber^- 



5 800 
3. 000 



$3,600 
200 



■ . Cash 

Allowance for Depreciation«sfef Delivery Truck 
Delivery Truck ,, 
' , .Loss or Gain- on Disposal of Fixed Asset 
•To record disposal of truck for ^200 over . 

book value. 

" ' J ■ ■ 

'^'Note ahbve that the sale price ($800) exceeded, tlie book value of 
• the asset ($600) by $200 which represents a piiiv on the sale. 
In the journal entry, such a gain i% shown as a credit because 
it rapresents income . The credit established by this entry will 
be closed to tlie credit side of the Income Summary account. On 
JJie Income Statement, such a gain mil be shown under the cate- 
gory "Other Income" to be distinguished from sales inconie. 
Had'tiie truck been sold' for less than book value, a loss would 
Imvq resulted on the sale and the journal 6ntry would have shown 
a debit instead df a acredit in tlie Loss or Gain account. The 
loss would-be closed to tlie debi't side of the Income Summai-y 
accoiuit. • ' 



Assntne the -machine mentione|^^|rl frame 54, page 97 was, sold 
for $500, what would the ©ntr^lte to record this transaction,^ 
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10 o 
98 



Cash ■ ■ : ; $ 500 ^ 

Allowance for DepreciaUaw 5, 000^* 

-Loss on DispoBal oX Fixed Asset 500 
Machine ■ • 



$e,00j 




% % 




The ostimato of an asset* s life is not always accurate. The 
asset may last longer or wear iaster than ejected* Such an 
bccurrence means that the e?fpense charged against previous 
peripds was erroneous and tnust be adjusted. Tlfe income and 
losses of previous periods have been recorded In the Capital 
account by closirtp. entries in those periods; ther^forej the ad^ 
justment required by an 0:rrdiieoiis estimate should be to the 
f Capital account. . ' , , 

"^Suppose it was seer^ tliat, after . one yearns operations^ the 
delivery truck would only last an Cdditibnal six months rather 
than the total three years anticipated. After one yearns opera- 
tions^ the asset and allowance accounts appear as: 



Delivery Truck 



Allowance for pepraciation 
of Delivery Truck 

100 



IQO 
120O 



A computation of Uje depreciation rate of Wie asset based on a 
new estimated life of 18 months is $200 (366q t 18) a month as 
comparod to the $100 a month charged off as expiense over the 
past year. Adjustment of two Items becomes necessary First, 
only. $1^200 has been recorded as depreciation e^ense over the 
past year when the new depreciation rate shows $2, 400 should 
have been Written off as 0>cpeiises, The e^qpense accounts and 
profits for the past year hme been closed to iiie Capital account. 
The'adjustment to correct past profits is a debits or a decreas% 
to the Capital account for the amount of the error - $1, 200, 
Second, jUie reserve accoimt shows only $1,2'00 when $2^ 400: 
should be shown* A credit is required to increase the resei*ve* 
The correcting yo^i^ri^l ^ntry would be: 

.99 • 



lOCi 




(conl). 



B. Black-CapU;aiV ' ''• $1>200 

Al.lowan'de for Depreclivtloii ol' DeUve|;y Truqk $1, 200 

To dorreci dt»i>r0clation expehse of Delivery * , ' ;. . , . 

Truclk wWh OvsUmatcjci life of on^^ anci one.-haLf ycacs. 

^vom this jpiOiht oh, tJi€ accountant will write off depreciation at ^ 
the rate of $200 a month debiting Depreclatioii and' crediting \ 
Allowalice for Depreciation. After six months^ the AUowande - 
account wlH ba-ve a balaiice of $3,;^60Q,vthe original cost of the 
asset. . - : 



Suppose ifcwa$ seen tliat, tilter 18 Wnth's operation, a machine 
w^uld only Uwt an additional sik,moliths rather than the total 
four years aniticipated. After 18 nionths operation, the asset 



and allowanco account appeaf as: 

• ' - - . r 




Machine ^Allowance for liepreciation 






1800 








i 

i ' ' ■ 

1 


, . '.^ ' " 





Show Uie i^ntrry to coc^ct the EiUowance account 



■il- 

Mi';, 



\ 



4: 
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• if ■ 



100 



C^)ital " ^ V ^ ^ $1,800 . ^ ' 

Allowance for Beprcciatlpii $1 ^ 800 - * * 




riie II €t bocte vUiae^ of the assel^ inight be sho^vn on the Balance , ^ 
Sheet-, Ho^cvex,^it is more desirably to show the original cosf 
of the a.sset less the a^lLoyvaiice foi^ depreciation. The Fixed ' 
Asset section of .tlic Balance Slieet . should appear as follpws: - 

FiKpd Assets: , ^ ^ 

BuUaing . ' \ / r $100,000 

Allowajice foj depreciation- / ' ; ^ 

' \ Bmlding / ' . ^ . 20, OOP $:80,OdO - 

Fiirmture and fctriiTes : 4- 30, ODD' ^ 
Allbwa.nceroj Depreclatlonr^ 

Fiirniture md Flxtares 10,000 - 20^000 

^Delivery Eqmpaifient ' 5, 000 v / 

AilowmcetoT DeprcciatiQp-" 

' B^UvewY ^ . ; . ^ . ' ^ ' 

Eqiiijment ^ 1, 000 - J^ jj^QOO . 

^ ■ - Total Fi^ed Assets " \ " pMfWO 

Depreciation eo)eiia€ wlll be shc^nas a selling or a general 
e^cpense oa Oie ^icorae Statement depending on whethfer 
the ejcpefise Is reltLted to the sales effort. For examplGj depre- 
ciatloii e?q>ense on the delivery truck would be a selling expense 
\yliile dgpreciallon 03! the biilldinj would be a general e5q)^,nse* 



ConstMictthe Tl>ced Asset secticnof the Balance Sheet using 
ttie f ollowlmg Ijif 0 rniatlon: Machine 000/ Building $^0, 000, 
Eqiitp3iient $5|00O| AllOFance for Depreciatlpn^Machin^ $2j 00^ 
A^lloivanqc fpr DejDrecia^om-BuiJ^ng $8, ODD, and Allpwanca for 
Depre CMtiom-lqixipment 31 ) COO , - ^ ' ^ 



101 
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AUowance for Dspr eclatlawtecliJiie 

. Building * ^ 

ALlowaace for D#recLatLcr^--'SiiMing 

Allowaii.ce for DfiprecLatL€n--Ec.u^p^nent 



To1al Fixed ilssets 



■ . ,/ 

•SADD'EBTS. EJc^erience hasslo^n tiais-ome customeE's yiho 
piirShase niircliarti 3D an saccoumt -yvliaiiot pajr. Be cause the 
propil€t,or -wdllno't tenowuritila suese4iieiit perioa Liow n.4n3? 
cus-iomers will not pay, he iniist estitmto the loss from Md 
deb'ts for theperLod In'ordL er to cKS^THTe ejcpense In the pToper 
pordod. Tronipast cxperL cncos , bu^Siie sses Jire JuBle to 
estimate prabable losses f rom bm ho his by takiaig a percentage 
of tJie total sales or credit sales. Assuinupg iibusdiiess has 
tota,! sales of S^O^OOO a.iicl past eKperiont'e has slio-wn one per =- 
ceiifof sales piwes to be uncoUeetlblo, $200 is a Tatloaal 
estiinate of the loss fi'c.m toad debts w-hich nvi 11 be c^^^^ 
du r iiiff th e pe r lod - / 

Asfciu A fci bUB£iiftei>s MS total saJ-08 of $6 50 , OOO aiica past' 
fijqDcricnce shows tl^at cdiio -half /:pe£-ce Jit 'Of saLos proves to be 
uiicoll^ctiblo, what is the ainao^nt of loss for iJad debts tmt 
31111 st bo char^ped ior thia piorlqu ? 

J 

J 

1 On : 
I 
/ 



1102 



MS. 

8,000 
1 ,000 



$4, OOO 

2, OOO 

7, -GOO 
|13, OOO" 



$650, 000 
.005 
$3250. 000 



if* ^ l-js 



If the Accounts Receivable and the amount estiirtated to be an- 
collectible are to be shown as separate items an the Balance 
Sheet^ two additional accounts must be maintaineci in addition 
to the Accounts Receivable account. The ainount estiniated to 
be uncollectible will be titled A^Uowance for Bad DeT)ts. The 
QKpense incurred by bad debt losses will be titled Bad Debts 
Expense. The jouriial entry to record the estinu^ted tod debt 
loss at the end of tJie period is sho-wn below. 

Bad Debts Expeiise $200 

Allowance for Bad Debts $200 
To record loss from bad debts eslinuiLccl 
at 1% of total sales. 

» 

The/accounts etitablished by th^^ above entn/ beiir the following 
balances: 



Alluwance for Bad Debt^i 



Bad Defats E^q>ense 




WO 



20 0 



Record and pOHi Uiv cHtinialed lt)HM rt> r bad drDlB of $3, 25©. 



103 
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Bad Debts Expense $3,250 

' ?lUowance for Bad Debts $3,250 



Allowance for Bad Debts Bad Debts 


Exp ens e 




3250 3250 














4-- 4^ 


Whon an Account b RGcei\^able is founci to be tincollectibLe^ the 
ciistonicr^s account is closed with a credit and the Allowance 



for Bad Debts is dGbited by tlie following' entry: 



V 



Allowance for Bad Debts $50 

D. Daly $50 
To flosG Dalv'H account which is uncollectible, 



The c'uKtonicr'K acccjunl and the Allowance account, wlien posted, 
have the foUowii-ig ba-anecK; 



U. Daly 



50 


BO 







Allowance for Drtri Debta 



It vvaw luund that Mr. Chipw' account of $'150 would not be \ 
collectible. Reco'rcl and pos t the entry of this tiTLnMriclioii. 



Mr 



Chip^ 



AUowanco for Biid DoIjLh 



104 
I \ i 



* * * 



Allowance f^oriBad DeJits 
, Mr. Chips'^ : S ^ 



Allovvan^n tox Bad Debts 



$450 



$450 



4dO 




140 0 


' 450 


450 













t t * 




When a rustomei^ pays his account aiter It has bacn %vritlen off, 
liLB account must bo adjusted -^o rcilect the paynient by revGrshiff 
tha oat ry aiado to wrilo off the account. Tlie eustonier- s ac- 
cQunL ia Bhown as paid up for crDdlt reference, Assunie D, Daly 
In tiie illustration abovG paid his bill on the day foUowinR the 
entry which closed his account to a bad debt expense, The. 
fo llowiiiR journal cntrioB \rouLd be made, 



D. Daly $ 

AllcmMnco for Bad Debts 
To re-ostabLish custonicr'w account 
previously charged^Dff as a bad 
debt anci novv coUgctccI, 



50 



$50 



Daly 

To record roceipt uf ca;Hh f roia 
cust4)nit»r in i)ayinoiU account. 



$ 50 



riie AccountH Rec*oi\'ai)le acc(>iinl of 1). Daly now apponrH us: 



I). D 


a ly 


50 


50 








50 
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On the Balaiic^^^icetahe total ^ccmints Receivable showii 
less tlie A.lLo^vance fpr Bad Debts./ The Current Asset section 



of tHl Balance Sheet appears as frfilo^vs: 
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Current Assets: 
Gasli 

Accounts Reae)#fftLe^^ i 
LfeRS AlLowai«e"f0? B%d Debt's^ 

Kotes ricceirabLe - 

Morchariciise IiwciitoT>'- 
Tptal Current Assets' 



320,000 
200 



S 3, OOO 

19, 8-0O 
60O 

a, OOO 



The Bad D'sbts Ejq)^Mise will ai^p oar on the Income Stcitennant 
with the other expei>scs of the period. 



After i^r. Chips aCcuant was- wrLtteii off for $450,, we received 
a checlt from him in the aniount"!^ ,$S50. Record the Iraitsa'eiioii 
for thp rocoiflt of $450- from Mr. 



1D() 



Mr. CMps;f V-?460 ^ 

Allowan/ie for Bad Debts §450 : 



Cash? ' fi-i * ■ . 45d 



Mi'. Chfos . ' . .450 



M 



t 



MLS_S y»^ - RETlJRIf.Sj-)U^& A1.L0WANCES 

OccaaiOii^lly , customers return merc^ianclise, The procedure ^ 
for vemming such a trajisictioii avouM sM^m iobV a credit to' 
the Recounts fteceivfible (c^to cash,^ clependiiig on the type oi 
tlVe oHgiijal sale) and k debit to the toles Account. If Sales 
debited^ |the aniotint of sales showii^.OB the Incoiile Statement will 
be a net fipire and the airiount of returns will nbt^be disclosed. 
Therefore/ whin goods sOld.on\i%ccoiint or for cafh are returned 
tlie debit is maMe to nn accoiint^ t ft lecf Sales Retiims ai>d AUoW-' 
waces. Tlvd cifecUt Is.jiiade, tO'Cash pr to Atcouats Recoh^ablo " 
dependihff on the drigiipa^f transactioiU/ An' entry for tlie.retiirit 
of $300 m6rGhaiidis€ by a puBtoitier \vh'o%\irchased on accourit. 
is as fQllow^s: . - ^ 

. ' ^ ' ^ ^ ^ " ^ . ' . : 

. Sales Returns and A ItOTances * S500 ^ 
- * Accounts Recei^ible ^ % $^00 , 

To record merchaSdise t^etunied' , ' ^ . . 



by pur chaser. 



In other instffnces^^ an ^tlewance in price. of uie merchandise Is 
madts \Vl]en a custonicr has |furchas^d nieFehrtndise and, firid -^ 
ing itrHOt suitablQ to ills n^teds, .wishes to rettlrn it, the sellor 
. ^l:Uo^v^ the cuUtomer a Stedtictioii In pri^caj if the inerchandise is 
not returned. This tmnsaction recorded as a debit to the 
Sales Returns and AUowdiiccs accoutit^j^id a'^cpedit'to Accioynts 
Receivable or to Cash depending an the origirtfil transliction. 
The S^Ufs Returns and' Allowances accoant will bear a debit 
babtnce ig^nd be shown as a dodaction frorii Gross^Sales on the^ 
Income Statcmpnt as lollows: 

Gross Sales^ " . / $10, 000 

Less: Sciles Returns' and AUowanecs ^ ^ 4Q5 
, Not Sales ^ — — ^ 

Record the cntrv/or the return ol $1500 oi merchandise by a 
customer who purehnaed the Item for ^ash. We wrote him a 
chcifck for the amounts jjo^, 



1 



s Return and Allowances $1,500 
Cash ' ^ — $1, 500 




Goods purchased from others' are sortietlmes returned to the 
seller as unsatisfactory* Whm tliis occurs, the purchaser is 
either given credit on his account with the seller or the cash 
prite of the merchandise is returned. Wheii a puslness returns 
nierchandise to the seller^ the biisiness records the transaction 
by debiting either the Accounts Payable account {ii the original 
purGhase was^on account) or the Cash account and crediting the 
Purchases Returns and AjUowances account. An entry to record 
the ' 0turn of $100 in merchandise which was pin^chased on 
accent is as follows: 

A^c counts Payable 51 OO 

purchases Returns and Allowances $100 
To record merchandise returned to seller 

An allowance in price may be eKteaded and the merchandise 
retained instead of returning it. In this case^ the entry would 
^eniain the same as that shown above because the reduction in 
price decreases the liability to the seller (recorded by a debit 
to Accounts Payable) and decreases the cost of purchases 
(recorded by a credit to Purchases Returns and Allowances 
account which will be deducted' from the Mrchases on the 
Incoine Statement). 



Purchases Returns and Allovvancos account rill bear a credit 
balante and be shown as a, deduction from Gross Purchases on 
the In_^dme Statement as fdllov\^s: 



Gross Purchases $6,000 
Less: Purchased Returns and Allowances 100 
Net Purchased ' 



$5, 900 



Bear in mind that usOiOf the Purchases Returns and Allowances 
account is restricted to purchases of nierchandise intended for 
resale, Wlien goods other, than nierchandise for resale are 
returned or an allowance in pric^ is receivecij the adjustment 
is to the account originally 'debited, Fox* example^ if store 
eqiiiphient wore returned to the vendor, the as s et account^ 



ioa 



1 1 G 



store Equipment, would credited and Account^ Payable or 
Cash, depenc^in'g on the brlglml transactloh/ would be debited 

Assume that a busiiioss^eturned $2,200 of merchandise that 
it purchased on account, what -would" the general ledger fentry 

be? ' ' 
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Accounts Payable ' $2,200 

Purchases Returns and Allowances - $2, 200 ^ 

* * * 



CA SH AND ACCR UAL BASIS. r 

a. To furnish accirrate statements at the end of a period^ it is 
necessary to aUocatejevenue to tJie period in which garned 
and extiense to the period in \^hich incurred even though the 
revenue is not collected and tlie eTOense is not paid. 

■'4, 

(1) On the cash basis, revenue is allocated to the period m 
which it is physically collected regardless- of when it 
was earned. ExiDense^is allocated to the period in which 
it is physically paid regardless of when the expense was 
ijictifred. Assume a rnqtel owner had revenue of $10/000 
for the period while paying out $8,000 in expenses/ On 
; the cash basis, he would compute fiis het income for the 

^ period while. paying out $8, 000 in expenses. On the 
cash basis, he would conipute his net income for Uie 
period by deducting his expendiUires of cash in payment 
of debts from total cash rental revenue. The com^uta-- 
tion would appear as follows:-^ 

Heiital Revenue 10,000 
Expenses JzS2i 
Net inconit; 1 1,000 



(Z) On Lht: uccrudl basis^ revenue is allocated to the period 
in whiuh earned regardless of urhen it is to be physically 
collected. Expense is allocated to the period in which 
incurred regardless of when it is to be paid. Assume 
the motel owner in the example above had received 
advance rental of $100 and o^A^ed an $80 electric bill 
covering the last two weeks in the current period. On 
the cash basis, the owner bicluded the advance rental 
as revenue for tlie period and eKcluded the electric bill 
f rom expenses of the period. On the accrual basis, the 
owner excludes the advance rental from revenue for the 
period bec|use he has not earned i.t during that period 
p and includes the electric expense because it was in- 
curi^ Tn^he current period. His coniputation of net 
income on the accrual basis shows more accurate 
informatiDn. 110 



Rental Revenue $10, 000 

Less: Rent collected in advance 100 
Rental Hevenue . $9/900 

E^enses $ 8, 000 

Add: Electric bill incurred this 

period but riot paid 80 

Total E^^enses ^" - $8, 080 

Net Income ^ . $1.830 



Th© Q^ccrx^al basis of- record keeping will provide more 
accui^ate a^fl currentanformation tiian^he cash basis. Tbe 
acb^ruai basls Js preferafele in most businesses and Is the ^ 
- basis Undei* cfemsideration In this text* 

^ ■ ' \ 

K • ' • ' 

EJtplata the dlfffi^eflce between the cash and accrual method 
of accQpiitiiiff, . \ * - 



IIB 
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On the cash basis revenue is allocated to the period in which 
it is physically collected regardless of when it was earned. 
On the accrual basis^ revenue is allocated to the period in 
which earned regardless of when it is to be physically 

colliectedr ~ • 

5*e ^ * 




ACCRU EPt ^ND DEFE RRED ITEMS. Prior to adjusting and ^ 
closing The^^^aoka^^a^ the end of a period, accrued and deferred 
exjDenses anct^^^venue must be considered for fnclusidn or ex- 
clu&^ion in the ^CQ^putation of income for the period. Items to 
be considered are: 



Accrued Ex]Denses are eKpenses incurred in the current 
period but not paid at the time statements are prepared. 
These ex|3enses will be shown as liabilities on the Balance 
Sheet and as an e^ense on tlie Income Statement. 

Deferred Expenses are expenses paidjn advan^ej usually 
referred to as '*Deferr^d Chai^ge*^ or ''Prepaid Expense/' 
rhese expenses are assets until used. Store and office 
supplies are good examples of such prepaid expenses, 

A. c c ru He v u a u e iy revenue earned in the current" period 
^\IT~not coUecteci. This item is an asset on the Balance 
Sheet and an incunie on the [nconie Statement. 

De f ej^ re d Rev g nue is r e vp nue which Has been received but 
not earned in tlie^^i^Mfrrerit period. A liability exists for 
the services to be render|tf[ iji consideration of the revenue 
received. This item is a liability (imearned revenuo) 
uiitil earned and. appear^ on the Balance Sheet, 



Define til e lernis '\Accrued Expensca'- and ^'Accrued Revenue," 



1 r<) 
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Accrued Expenses are expenses incurred in Uie current 
period bui not paid at the time statements are prepared. 

Accrued Revenue is revenue earned in tlie current period 
but not collected* 

* sj« * 



Chapter 3 discussed adj\i sting and closing entries for 
deferred exi^enses such as store and office supplies and 
prepaid insurance and rent. 

These items were entered in Asset accounts until the end of 
the period when the portion consumed was transferred from 
the Asset acpount to an expense account. The remaining 
balance in the Asset accofttt represented the balance to be 
shown for that iteni on th6 Balance Sheet, The balance of the 
exijense account was traBsferred to the Income Summary ^ 
account by a closing enti^. 

Define the terms ''Deferred Exijenses*' and *'peferred 
Revenue . " 




Def e rred JSj^a nses are expenses paid in adv^ande. 

Deferred ReTOnue is reveriue which has beerii#jiieived 
but not earned in ttie current period* ' 

, A „ ^ 



Deferred revenue is, in reality ^ revenue received in advance 
for sei'viees to be rendered in tlie future. Tlie business in- 
volved has obligation to provide such services and^ because 
of tins obligation^ cDnsiders the revenue received as a UabiLity 
Tlie earned revenue received is credited to a liability account 
and Cash ia d*6bited at tlie end of tlie period, because a portion 
of the services have been rendered, a portion of tlie unearned 
revenue 13 removed frcni Uie Utility account and placed in a 
revenue account by an adjusting entiy . The revenue -account 
is then closed to Income Suinmaiy, These entries have die 
effect of reducing the UabiJities and increasing tlie propinetor- 
ship. AssM^Tie tliaf a roal estate. business receives $600 in . 
advance rental revenue covering Oie succeedingc 6-^niontii period 
The entries aipd accounts recording tlie transartion appear as 
follows: 



$(300 



UncarnE!d Roritul .Hevonue 
Vo record receipt uf $B0O advance rental for 6 nionthg. 



600 



Uiicarned Rent al jle venue 

" ~ /goo 



UnuariiOd HenUH Revenue 

Rental Revenue 
To record 1/6 of advance rental an earned revenue. 





loo 


100 
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Unearned Rental Rovenuo 

~ — 



, ^eiLt Rm^enue $300 v ' 

^ \ \Y — ^ Incorae Suinmai*y ■ ' ,$100 

1?o dLose Rent He\ren^e earii^d to Income Summary' account. 




Income Summary 



lOO 






1 100 




a 00 






1 









tr accoiiii-i bears a credit balaftCfi of. $500, tlie un- 
^¥.-earrte(^:%reiiQe co'verlag next five months, v, The $100 in rental 
reifeiuie <!3|uytBd duii ng •ai€ imomth is included In "Otlier Iticdme"*' 
on tlie Entcp'ine Stateraient nvniere it becomes an element of the 
raetaiicoinp fofr, tlie .period in w\mc\\ It was earned. 

; AssuDie El magOia^ publlliw received subscription ^ 

^ nn adramce for tlizeie^jF ears. Only 1/3 of tfiis amount applies to 
■ Uus period, Hecortf and post these transaction to affect ihe 
'mc&ipi of msj anc2 tlie porilop of revenue for Uiis period. 



Unearned Subscription Revenue 



^ ^ o^^^^' Sum ni a jry 



115 



* * ♦ Cash ^ ' 1200 

Unearned Subscription Revenue 

Unearned Subscription Retinue 400 
Subscription Revenue 

Subscription Revenue 400 
Income Surnmai^ 



1200 



400 
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Gash 



T2W 



Un earned Subscription Revenue 
400 I 1200 




Sub sci-iption Revenue 



Income Summary 



400 


400 

} 









400 

1 
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/ 68 \ Some e^enses such as salaries, accrue or are incurred day 
Z — 1 \ ' by day, and payment is made on a weekly, biweekly, or some 
other regular basis. If the last day of a pay period dofis not 
coincide with the last day of the period to be reported, there 
is an ej^ense and a liability that must be recorded in the 
accounts by an adjusting entiy . A closing entry transfers the 
ejqjerise account balance to the Income Summary 

account, l^en statements are prepared, the credit balance 
in the liability account is shown on the Balance Sheet and the 
ej^ense appears on the Income Statement. After the state- 
ments have been prepared, Uie liability is transferred back to 
the expense account by what is known as a reversing entry , 
. The reversing entry is the exact opposite of the adjusting entry 
Assuming salaries are paid on each TJiursday in a particular 
business and the books are to be closed an the next day which 
is the last day of the period, salaries for Thursday and Friday 
will be expenses of the current period which have accrued but 
will not be paid until the first payday of the ensuing period. . 
Salaries JEj^ense account shows salaries through Wednesday 
of $3, 600. The problem is to record the accrued salaries 
ejqpenae of $1, 200 for Thursday and Friday so the ej^ense 
may be included in Uie computation of income and losses for 
the curr,ent period. The entries and accounts affected appear 
below: '*' ' ■ . 

Salaries Expense v $1^200 

' Salaries Payable ^ $1^200 

. To adjust foi" accruied salaries ejqpense . . 

incurred for the last two days of the period. 

Salaries E^ense 

mo j — ^ 
iloo , 



Salaries Payab le 

I ^ 1200 



^17 

* ' _ 9 
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(Corit) 



Tncome Summary 

Salaries Ekpense 
To close salaries expense tq Profit 
and Loss Summary. 



$4,800 



. $4,800 



Salaries Expense 



1200 



Income Summary 



mm ■ 



Salaries Payable 



Salaries PayE^le 

Salaries Esqpense 
To reverse tihe adjusting e 



$i;200 



$1,200 



Salaries Ex pense 



3600 


■ 4800 


1200 




4800 


46ClO 




1200 



Income Summary Salaries Payable 



1200 


1200 







When $3, 600 in salaries is paid on the first payday of the new 
period, $1, 200 will' be applicable to the Last two days of the 
prior period and $2, 400 wiU be salaries expensysfpr four days 
in the new period. No adjustment is required in making this 
entry because the reversing entry will force a correct balance 
in Salaries Ej^ense for the new period. The credit of $1, 200 
in tiie Salaries Expense account (posted from the reyersing 
entry) will offset the total salaries paid in the first Week of 
the new period leaving the correct debit balande in the expense 
account. To illustrate, on the following month's first payday, 
salaries of $3, 600 are paid and the following entry is made: 



• 125 
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(Cont) 



Salaries Expense 
Cash 

Paid Week^s Payroll. 



Salaries E^^ense 



, $3,600 



$3, 600 



3600 • 


4800 


1200 




4800 


mm 


3600 


1200 



Cash 




3600 







Note that the deblt rbalan^e in Salaries E^qpense account is 
$2 J 400, the actual salaries expense applicable to the new 
peridd. 



The accrued salaries for a period is $2, 000 and the amount 
recorded to date in the Salaries E>qpense account is $6, 000. 
Record and post the entries to enter the adjustment^ the 
salary payment of $6| 000/ and the reversal for the next period 



Salaries Ej^ense Salaries P ayable 
6, 000 



Income Summary 



Cash 



119. 
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Salaries Expense 
' Salairies Payable 

Income Summ^i^ 
Salaries Ei^ense 

Salaries Payable , 
Salaries E^^ense 

Salaries Expense 
. Cash 



Salaries EKpense 



6000 




2000 


8000 


6000 


2000 



$2000 



$2,000 



8,000 



2,000 



6, 000 



8, 000 



2,000 



■ 6,000 



Salaries Payablie 
200Q I 2000 



' Income Summary 
5000 



Cash. 




Recording acorued revenue also requires a reversing entry. 
"Revenue accrued, during the period being reported must appear 
on the Income Statement and the Balance Sheet, ITie 'entry to 
accomplish this debits a receivable for the revenue due and 
credits a revenue account for the revenue accrued. The re- 
ceivable will appear on the Bftlance Sheet and the revenue 
account will be transferred by a closing entry to the Income 
Summary account where it will enter into computation of in- 
come and losses for the period. After statenaents have been 
prepared, a reversing entry transfers the receivable back to 
the revenue account where, as a debit, it will offset revenue 

120 
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accrudd in later periods. ' Assulne a $1, OOO^r 90-dAy note 
bearing interest at 6% is received on 1 December in payment 
of an account receivable, kotes Receivable is'lebited and 
Accounts Receivable is credited by the following, entry arid • 
posted to fhe accounts as follows: , 



Notes Receivable 

Accounts Receivable 
To'record receipt of 90 -day note 
bearing interest at 6%. 



$1,000 



$1,000 



Notes Refceivable 
1000 



Accounts Receivable 



1000 


1000 




■ i - 



On 31 December^ 1/3 of tiie interest on tiie note has accruedt 
Computation of Interest: 

$1,000 X . 06 ^ $60 x _90 ^ $15, 1/3 of $15 ^$5. 
; : 360 

The adjusting entry to record accrued interest revenue of $5 ' 
as follows: 

; < ■ . ^ , : . . . ■ . 

Accrued Interest Receivable $5 

Interest Revenue Earned $5 " 

To adjust for interest accrued for ^ 
30 days at 6% on a $1, 000 90-day note. 



Accrtied Interest Receivable 
^5 ' 



3 



Interest Revenue Earned 

5 



l;21 ^ 



Tlife interest i^^e for the peripd is closed to ttie Income 
Sumraary accounts 



Interest Reyenue Earned 

tncotrte Summary 
To close revenue to Income^ 
Summary* 



$5 



$5 



Income Summary 



Interest Revenue Earned 

— T 



After statements are prepared, a reversing entry balances out 
the receive le by transferring the amount back to the debit 
side of the income account: 



Interest Revenue Earned 

Accrued Interest Receivable 
To reverse Uie adjusting entry. 



$5 



$5 



Accrued Interest Receivable 

S 



Interest Revenue Earned 



5 


• 5 


8 





The InterelpRevenue account now bears a debit balance on the 
first day of the new period. On 31 January, when accrued 
interest is gain entered^ total interest accrued to that date 
will be recorded and the off set^ng debit in the Interest Revenue 
account creates a credit balance equal to the amount earned 
in the new period. To illustrate, $10 of the interest has 
accrued on 31 January (2/3 of $15 = $10), The adjusting er 
to record Uiis accrued interest is as follows: 



Accrued Interest Receivable $10 

Interest Revenue Earned 
To adjust for interest accrued for 
60 days at Q% on a $1, 000 90-day note 

122 



$10 



Accrued Interest Redeiv^le Interest Revenue Earned 



5 


B S 


• • 5 


10 


5 


. 10 



On 1 July 197*, a 6%, 180-day notfe was received for $3, 000 
of merchandise sold. What will the adjusting, closing and 
reversing entry be for 1 August 197*? 



4 



\ 

1 
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*** Accrued Interest Receivable . $15 

^ interest Income Earned $15 




Interest Revenue Earned 15 

Income Summary 15 

Interest Revenue Earned V_ 15 

Accrued Interest Receivable^ " 1 5 



* * * 



Interest income is additional or ^ 'Other" inconte not derived 
from the selling operations of tiie business- AsWuchi this 
income is shown on the Income Statement Ih a separate section 
titled *'Other Income'' which follows the ejqpenses section. The 
total amount of '^Other Income'' is added to the income frorii 
selling operations to comprise the net profit. For example^ a 
skeleton Income Statement showing the position of the "Other 
Income" section would appear as follows: 

Income from Sales: 

Gross Sales ' $2^525 
Less Sales Returns & Allowances 56 

Net Sales PTJW^ 

Cost of%Goods Sold: 

Merchandise Inventory^ 1 January $3^000 
Purchases $1^726 
Less Purchases, Returns and 

Allowances 45 1, 681 

Merchandise Available for Sale $4^ 681 

Merchandise Inventory 5 31 January 3^ 287 

Cost of Goods Sold 1,394 

Gross Profit on Sales $1,075 



E^enses^ 






Selling Expenses 


$ 100 




General Ej^enses 


220 




Total Expenses 




J20 


Net Income from Operations 




735 


Add Other Income 




150 


Net Income j^24 




905 



/ 70 ' \ Why is Interest Income placed on Uie "Income Statement, 
( ^ as "Other Income;' ? 
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^ ^ ^ . Interest incorne is additional income not derived from the 

opGration of the business. 



^ "i« 



4 
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CHAPTER 5 



SPECIAL JOURNALS 



GENERAL. Many transactions in a business are of a constantly 
recurring nature. For tiiis reaspny it is possible to establish 
special journals for those which eKperience the ittdst activity. 
For example, a Cash Journal may be established to receive all 
transactions which affect the Cash account and a Purchases or 
Saleg Journal may be established to receive all transactions 
which affect the Purchases or Sales accounts. 

Utilization of special journals eliminates duplication of effort 
and permits more than one person to work on the records at the 
same time* Wiile one person is posting to the ledger from the 
General Journal^ ^ second person can be recording transactions 
in the special journals, ^ 

Normally^ the mpBt frequently used accounts a Sales, 
and Purchases, .fecial journals used to summarl^a transac- 
tions affecting these\ccQunts include a Cash Receipts Journal^ 
Cash Payments Journal, and Purchases Journal/ These journals 
will be discussed and illustrated in the fdllowing paragraphs. ' 

State two purposes for the use of special journals, 
1. - 



2. 
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* * * 



1 . Eliminatesr duplication of effort. 



2, Per mits, more than o ne person to wo rH on the records 
at the same time^ J 



* * * 



CASH RECEIPTS JOURNAL. A special journal in which all 
^cash receipts are recorded is referred to as a Cash H^ceipts 
Journal* AH transactions requiring a debit to the Gash 
account are entered in this special journaL 



Define a Cash Receipts, JournaL 



4^ 
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AV special journal In which all cash receipts are recorded 
is referred to as a Cash Receipts Journal. . ^ 



Coluttihs are provided in each special journal to receive 
recurririg entries. The first column in the Cash Receipts 
Journal is the caBh d.ebit column.. AH receipts of Cash are 
placed in this column. At the end of.tiie period, the column 
total ip , posted al a debit to the Cash account. The second/ 
colunin is a sales credit column. When ^cash sale is piadei 
the amount is placed in the sales credit tplumn and in thf|li . 
cash debit cohimn. At ttie end of the peAod, both columMft 
are totaled and posted to the respective accounts;. If a 
General Journal had been utilized to record such transac- ^ 
tions during the period, numerous jdurnal entries and post- 
ings would have been required. The specialj journal simpli- 
fies tlie recording of the original entry and deduces tiie 
necessary posting at the end of the period. The third column 
is the accounts receivable credit column. Accounts receiv- 
able and the customer's accouhts are reduced and cash is 
increased when cash is paid on account. .The amount is 
entered in the cash' debit and the accounts receivable credit 
columns. The totals of these columns are posted to ffie~ 
respective accounts at the end of the period. ^In addition to 
the cash, accounts receivable, and sales coMmns, the Cash 
Receipts Journal must have a general credit Column in which 
to record the credits of those transactions which occur tod 
i-iifrequently to warrant a special credit column. 



TRUE or FALSE: If a business paid $6, 000 for a buildirtgiiv 

would tliis appear on" Uieir Cash Receipts 
. Journal? 
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FALSE -- Only debit entries to cash in the Cash Receipts 
Journal. 



♦ * * 



Larger businesses maintain a considerable number of 
accounts for customers. It is desirable, however, to show 
on the Balance Sheet the total amount due from customers 
rather than a complete listing of accounts receivable. At 
the same time, the customer's account must be kept current 
if a record of what the customer owes is to be available when 
needed. Therefore, an Accounts Receivable account in 
addition to the individual accounts is maintained for each 
customer. The Accounts Receivable' account is termed tiie 
"control account" and appears in the General Ledger with 
other accounts while the individual customer's accounts are 
termed "Subsidiary Ledger" and make up an extra ledger 
maintained for information purposes. The total of all 
individuaj. amounts due from customers (the Subsidiary 
Ledger) should be equal to the amount appearing in the 
Accounts Receivable control account. For example. Black 
had 10 customers each owing $5. The control account, 
Accounts Receivable, will appear in the General Ledger with 
a debit balance of $50. The Subsidiary Ledger will contain 
10 accounts, one for each customer, and each account will 
have a debit balance of $5. Whenever Black receives a cash 
payment, he will record the amount received in the cash 
debit and accoimts receivable credit columns of the Cash 
Receipts Journal. As each amount is entered in these 
columns, the customer's name is written in an explanation 
column on the left side of the journal and the amount in the 
accounts receivable credit column is credited to the indi- 
vidual customer's account In the Subsidiary Ledger. At the 
end of the period, when column totals of the Cash Receipts 
Journal are posted. Accounts Receivable control account in 
the General Ledger will receive a credit from the accounts 
receivable credit column in the journal. This credit will be 
equal to all the credits posted individually during the month 
in the Accounts Receivable Subsidiary Ledgers. 
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(Cont) 



„ the 0. O^^'^X 'SXSX^^ 
•^fi?"^ J^-'Cn "Re~" control Account total be v 



wiirtfir Acc 

Subsidiary Ledger Account 
M r. X 

no^=^=n— TOO 



Mr. W 



Account Receivable 



60 



100 



Mr. L. 



Mr. B 



80 



13H 
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A Cash Receipts Journal 
described, in p^revious fr 



with tiie special columns Just 
ames, appears below: 



Cash Receipts Journal 




that the amoun is entp^^^^^^ "'^'^"^^ Note 
To do so wouf re^l in^'^ul^' "^^^^^ column. 

is already in the lld^raiS^C^'^l^^r^ 
bears a check mark signifying thnt ttiP fV 
Plete and no further r^orS StSi, ^^'^ ■ 

TMs is a memorandum on^ry^oh'^xSSSt^ H ^f'^^'^^y- 
balancing of the Cash account *'^"litote6 IJie daily 
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The entry of 6 November records cash sales of $300* Sales 
is credited md cash is debited* The L.P. column is checked 
because no fartiier recording is necessary for this transac- 
tion. The amounts in the money columns will be included in 
the column totals which will be posted at the end of the period 
to the Sales and Cash account respectively. 

The entry of 7 November records the receipts of $50 in cash 
paid by T, Grey on his account. After the entry is made in 
the Cash Receipts Jourimly the bookkeeper turns to the 
Accounts Receivable Subsidiary Ledger, locates T, Grey's 
individual account and credits it for the amount received, a\ 
check mark is placed in the folio column of the Cash Receipts 
Journal to signify that no further recording of the information 
on that line is necessary. At the end of the period, the 
amount received from T, Grey will be included in the column 
total of the accounts receivable credit column which will be 
posted as a total credit to Uie Accounts Receivable control 
account in the General Ledger, 

The entry of 9 November is similar to that of the 7th* 

The entry of 10 November i^ecords tiie additional investment 
of $lj 000 made by Black. The receipt of cash is repre- 
sented by the amount in the cash debit column* The increase 
in the Capital account is recorded as a credit in the general^ 
credit column which receives credits for which no special 
column exists. The bookkeeper will locate the B, Black, 
Capital account in the/ledger and post a credit of $1, 000, 
entering the account number (10) in the foUo column of the 
Cash Receipts Journal to signify *that no furtlier recording 
of tl>e information on that line is necessary. 

The entry of 15 November is similar to that of the 7th and 
9th. The individual customer's account in the Subsidiary \ 
Ledger receives a credit and a check mark is placed in the I 
folio column of the journal to signify the information on that 
line is fully recorded. 

The entry of 30 November is similar to that of the 6th, 
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After all columns of the Cash Receipts Journal are toteled 
at the end of tiie period^ the totals are posted to the appro- 
priate accounts in tha General Ledger, Double Unes are 
drawn beneath the colunln totals across all columns except 
the '^account credited'^ column as shown in tiie illustration. 
The column totals are posted to the respective accounts as 
indicated by the column heading and the number of tiie account 
to which the total is posted is entered in parentheses directly 
below ttie column total as shown. 

A check mark appears below tiie total of the general credit 
column to signify that no posting is required. The amounts 
in Uiis column were individually posted to the account which 
appears in the account credited column* 

The total cash sales for the, period as evidenced by Uie sales 
credit column total are credited to the Sales account which 
is account- number 12 in the ledger. -The account number is 
shown below the column total in parentheses to Indicate the 
total has been posted* ' 

The total decrease in the Accounts Receivable control 
account as evidenced by the accounts receivable credit 
column total is credited to the control account. Accounts 
Receivablej which is account number 5 in the General 
Ledge r^. The individual amounts in Uie column were credited 
to the individual customer's accounts in the Subsidiary 
Ledger at the time the cash was received. The decrease in 
the Subsidiary Ledger agrees witii the decrease in the con- 
trol account in the General Ledger, The account number of 
the Accounts Receivable control account is entered below 
the column total to show that Uie account has been posted. 

The total increase in cash in the cash debit column is debited 
to the Cash account and the account number 1 is shown in 
parentheses below the column total. 

The equality of debits and credits in the Cash Receipts 
Journal may be deterixiined Jby adding all ttie credit column 
totals and comparing the sum widi the debit total in the cash 
column. 
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Rainbow Sales, a wholesale and retail p4int store, completed 
the foUomng transactions: 

Oct 8^ Borrowed $3000 from Guaranty Bank by giving 
a note payable, 

10 Paid one moftth's rent on the store building, 
$1,150- 

12 Received a $637 check from Gary Bill in pay- 
ment of the October 3d sale. 

15 Cash sales for the first half of the months 
$2,110, 

22 Sold $15 of unneeded store equipment for cash* 
31 Cash- sales for the last half of the month, $1, 950. 



REQUIRED: 

1. Using a sheet of paper, prepare a Cash Receipts 
Journal illustration in frame 7 5, page 132, 

2, Enter tlie transaction in the journaL 
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Cash Receipts Jouraal 



197* 




Acct Credited 


LP 


Credit 


Gredit 


ACCt .rtec ' 

Credit ^ 


Cash 
. Debit 


Oct 


8 


1 Guaranty Bank 




3000. 00 






3000.00 




12 


Gary Bill 








y w f 9 LfU 


Od f , UU 




15 








2110.00 




2110.00 

/ 




22 


Store Equipment. 




, 15.00 






^—^^ ^ \ 1 -- •■- 

15.00 




31 








i 950. 00 




1950.00 










3015.00 


4060. 00 


837.00 


7712.00 



Could also be Note Payable, / / 

* * 

. - - _ — ^ 

/76 \. CASH PAYMENT S^JOURNAL. A special Journal in which all 
^ cash payments are recorded is referred to as a Cash Pay- 

merits JournaL All transactions requiring a credit to the 
Cash account are entered in this special journal. 



What IB the difference between a Cash Receipts Journal and 
a Cash Payments Journal? 
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Cash Receipts Journal records only debits to cash, while 
a Cash Payments Journal records only credits to cash. 

* * * 



A As with the Cash Payments Journal, the first column to be 
considered is the cash column. Each amount paid is placed 
in this column. At the end of the period^ the column total is 
credited to the Cash account. Most cash paid out goes to 
creditors, A column titled accounts payable debit is added 
to the special journaL The Accounts Payable account in the 
ledger will be debited at the end of ihe period* There Is an 
A&counts Payable control account in the General Ledger and 
an Accounts Payable Subsidiaiy Ledger v/hiph contains all the 
individual accounts. This system permits showing the 
numerous amounts due various creditors as onte totals 
Accounts Payable, on the Balance Sheet while maintaining 
records for ea^r4ndividual creditor. In addition to tiie cash 
and accounts payable columns ^ the Cash Payments Journal 
has a general debit column in which to record the debits of 
those cash transactions which occur too Infrequently to 
warrant a special debit column, 

TRUE or FALSE: The. total of the Accounts Payable dontrol 

will equal Hie subsidiary ledger accounts 
total of Accounts Payable. 
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* * * TRUE 



* * * 




A Cash Payments Journal with the columns, described^ In 
the previous frames, is illustrated below* 



Cash Payments Journai 



Page I 



Date 
Nov 



19 



3 
_4 

30 



A c c ou n rT)ebited 



";CP'Ge neF al "TAcctg 



John Roe 
Purchases 



Rent Kxpcnse_ _ 
A c m e \\ \ I ol e s a 1 e 
Salaries Expense 
Pu r chaaes 



Debit 



14 

20 



14 



.2 



Fay_ Pr 



Mm 



(1) 



Irhe' entry of 1 November i-ecords the payment of $50 In cash 
to John Roe to apply on his account. The bookkeeper locate e 
Roe*s account in the Accounts Payable Subsidiary tedger and 
enters a $50 debit. A check mark is then placed ^in the folic 
column of the Cash Payments Journal to signify that no 
further recording of Uie information on that line is necessai 
At the end of the period, tlie amount paid to Roe will be in- 
cluded in the column total of the accounts payable debit ^ 
column which will be posted as a debit to the Accounts Pay- 
able control account in the General Ledger, 

The entry of 3 November records the cash purchase of 
• merchandise for i^esale . Because no special column exists 

for the debit to Purchases, the amount appears in the general 
, debit column. The bookkeeper will post the amount individ- 
ually to the Purchases account number 14, entering the page 
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number of the Cash Payments jouriial In the accounts foUo 
column placing the account pumber In the foJlo column 
of tiie Cash Payments Journal to Indicate where the amount 
was posted. 

The entry of 4 November records the payment of rent* The 
Rent Expense account in the ledger is debited and the account 
number is entered in the folio column of the Cash Payments 
jQurnaL The page number of the Cash Payments Journal 
will be entered in the foUo column of the Rent E^ense 
account* 

The entry of 5 November is similar to that of 1 November. 
The Acme Wholesale account m the Subsidiary Ledger Is 
debited* The abbreviation and page number of tiie Cash Pay- 
ments Journal (CPi) will be placed in the accounts foUo 
column to indicate the source of tiie posting. At the end of 
the period^ the accounts payable column total will be debited 
to the Accounts Payable control account in the General 
Ledger. This total will include Uie $25 paid to Acme 
Wholesale, 

The entries of 15 and 30 November are similar to those of 
the 4th and 3rd. 

After all columns of th0 C'ash Paynflents Journal are totaled 
at the end of the period/ the totals are posted to the appro- ^ 
priate acqounts in the General Ledger. Double lines are 
drawn befi0ath the column totals across all columns except 
the account debited column as show^n in the illustration. 
^ Column totals are posted to the respective^roeounts as indi- 
cated by the column heading and tiie numl^r of tiie account 
posted is entered in parentheses directly bfelow the column 
total as shown. 

A check mark appears below tiie general debit column total 
to indicate that no further posting of tiiis amount is required. 
The amounts in this column were individually'posted to the 
account whose title appears in the account debited column 
and whose account number appearB In ttie^lio column of the 
journaL 



The accounts payable debit column total is debited to the 
Accounts Payable control iaccount in the peneral Ledger, 
It will be remembered that^ during the period^ each payment 
caused an individual debit to be placed in the customer's 
account in the Subsidiary Ledger. Now that the accounts 
payable column total is debited to the control account^ the 
control and .subsidiary accounts reflect the same inforfflation, 
one in totarand one in individual amounts by customer's 
name* The account number of Accounts Payable is placed 
in parentheses below the polumn total to show that the posting 
has been completed. 

.The total decrease in cash as evidenced by the total in the 
cash credit column is credited to the Cash account and the 
account number 1 is shown in parenUieses below the column 



The equality of debits and credits in the Cash Payments 
Journal may be determined by adding all tlie debit columns 

^and comparing the total with the credit total in the cash 

^^column. 

The Cash Receipts Journal and the Cash Payments Journal 
sometimes are combined to form what is sometimes referred 
to as the Cash Book. The Cash Receipts Journal is normally 
maintained on one page and the Cash Payments Journal is 
maintained on a separate page. These pages are placed in 
a looseleaf binder together so that the pages face each other 
and show the cash transactions of a period at a glance. 



Bainbow Sales, a wholesale and retail paint store^ completed 
the following transactions: 

Oct 10 Paid one mondrs rent, $1150. 

12 Sent Phoenix Manufacturing Co* a check for 

$1200 foy merchandise purchased. 
15 ^ Bought land for $6000 cash, ^ ^ 
29 Sold nierchandise on credit to Western Supply 

CompMy^ $1300. 
31 Paid monthly salaries, $1000. 
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(Cont) 



REQUIREP: 

1 . Using a sheet of paper, prepare a Cash Payments 
Journal -- illustration in frame 78, page 138, 

2. Enter, the transactions in the Journal. 
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* * * 



j ■ 

Cash Payments Journal 



Date 


197* 


Acct Debited 


LP 


General 
Debit 


Accts Pay 
Debit 


— -—- ^ — 


Cash 
pebit 


Oct 


10 


^Rent Expense 




1150, 00 






11 nn 

J. i ou . uu 




12 ' 


PhoeniX'Mfg. Co, 






1200. Bo 




1200.00 




15 


Land 




6000.00 






6000.00 




31 


Salaries Expense 




1000.00 




: \ 


1000.00 










8150.00 


1200.00 




^9350.00 



# * * 




SALES JOU KNAL.- In a mercantile business, sales are 
recurring transactions which are easily adaptable to a special 
journal. (Cash sales, it has been learned, are recorded in' 
the Cash Receipts Journal. ) Sales on account are recorded 
in a special journal which may have one of several titles - 
Sales Journal, Sales Register, Sales Book, or Sales Record. 
The title Sales Journal is used in this text. 

In recording sales, on account, it is defeirable to record all 
the necessary information pertaining to a charge sale when 
entering the sale in the Sales Journal. Information that 
might be shown in a Sales Journal Includes but is not limited, 
to tlie date of the sale, tlie sale number, the name of the 
customer whose account is to be debited, the address of the 
customer, the posting reference for individual accounts, 
and the amount of the sale. A Sales Journal which shows 
this. information appears on the next page. 



(cont) 
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^ ' '^^^^m ^ ^ Sales Journal 




V Pag 


1] 




m 










^ — — _ — 11= 


Altolint Debited 


Address 


LP 




Amount 


NO 


^ 1 


^4 - 


John Doe 


10 S. Pine St, 












m 




J 


.a 


2 


E, Clfihton , 


112 Main St, 












IS 

PI 

191 




6 


3 


M. ^Graff 


320 S. Broad St. 


/ 










DP 




10 


4 


Ace Laundr^f Co. 


400 Front St, 














15 


& 


J. Brown 


215 Main^Bt, ^ ,^ 
















30 


6 ' 


W. KunRle 


13 W, pak St. 












55 






30 




Accts Rec, Debit 


Sales Credit 












^5 
















11 


















:5) 






ii 





The entry of 1 November records tlie^ale on account of $15 
worth of merchandise to John Doe, The bookkeeper, after 
recording the Information in the Sales Journal, locates the 
customer's account in the Accounts Receivable Subsidiary 
Ledger and debits the account for $15 and enters SI in the 
folio column. A check mark is placed in tihe folio column - i 
of the Sales Journal to indicate that the amount has been 
debited tp the customer's account In the Subsidiary^ Ledger. ^ _ 
At the end of the period, the total amount in the journal will 
be debited to the Accounts Receivable control account in the^ 
General Ledger and credited to the Sales aocount In the 
General Ledger. The $15 purchase made by Doe and 'debited % 
to his account ih*the Subsidiary Ledger is Ijtcluded Ml the ^ 
Journal total debited to the Accounts Receivable donfrpi; 
account at the end of the period. The subsidiary total ^#11 , ^ 
be in agreement with the* control account at the-end of the, 
period. The subsidiary total will be in agreement with the 
control account at the end of the period. tTie control account 
balance will be shown on the Balance Sheet. . 



The remaining entries are similar to the first. Each 
customer's account in the Subsidiary Ledger is debited for 
the amount of the sale and a check mark is placed in Uie 
folio column of the Sales Journal to indicate no furtlier 
recorcUng of that ii-tformation is necessai'y. 
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A.t the end of the perioclj the eolunin tot^l is posted as a 
debit to Accounts Receivable control account and a credit to^ 
Sales. The charge sales of the entire period are thereby- 
recorded mth one entry. To indicate fliat the posting has 
been accomplished, the acdount numbers of Uie Accounts 
Roceivable and Sales accounts are shown In parentheses 
below Uie column total. 

The Sales Jouriial may be pveri a variety of forms aependlng 
on the needs of the bttsiaees. The principal function of ttie 
jGurnal has been discussed here and must be kept In mind 
wheii rearranging the form or content of the Journal. 

Referring again to thm Baiitoow Sales Companyi below fa 
I ^ Usted the follomng transactions^ 

Oct 3 Sold merchanaise on credit to Gary Bell^ 
Sale No, 1^ ijSBO. \ 

6 Sold merchandise on credit to John Evans^ 
\ Sale No; 2, $700. , . . 

U Sold merchandise on credit to Walter Ashby^ 
Sale No, 3, $900. . 

22 Sold $15 of unneeded store equipment for cash. 



REQUIRED: " 

1, Using a sheet of papery prepare a Sales Journal - 
illustratloii in frame 79, page 143, i 

2* Enter tte transaction, in the JournaL 




(Cont) 
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Sales Journal 



Date 


Sale 








197^ 




rfo. 


Accdunt Debited 


Address 




-Amourit 


Oct 


3 


1 


Gary Bell 






650, 00 




6 


? 


John Evaais 






700.00 




11 


3 


Walter Ashby 






' 900.00 












i 


$2, 350,00 



.i 



80 \ ' PURCHASES JOURNAIi. Another recurring trajisactlon in a 
— ^ metcantlle business Is purchases of nxercliajidige fDr resale. 

Because purchases made M^th cash are recoj'dsdln the Cash 
Paymenta Journal^ a special journal Vliicli r^eCo ids purchases 
contains only purchases made on account, Purcliases on 
accourit are recorded in a speclar jouriiaL wHich my have one' 
of several titles - Purchases JournU, PufctiaBee RegiBtex, 
Purchases Bookj Invoice Regis terr or PurctiaBeB Reeprd* 
Though any of fliese, titles would be, correcst^ the title Pur- 
chases Joiirnal is used in this te??t. / 

In recording purchases on account^ it is desar tola to ^record . 
all the necessary Information in the jowmaU lt)d()t^^Uon.-..^-..... 
that might be Shown includes but is not litnit^d t«ft^the ^date of 
■ the purchase^ die purchase number^ the tiairie od^^^^ 

whose account is to be credited^ the address of ilie preditor^ 
the posting reference for individual accountSj andtiie amount 
of tiie purchase. A Purchase Journal ^htch elionys this infor- 
mation appears on the next page. 



(C^nt) 



Purchaseg Joiinnal 




"Jhe etitry ot 2 November recprds the purchase on account of 
rne rchancaise for resale worth $300 from B, Mueilar Compaay* 
^he bcokteeper, after recording the information In tt^ 
'purchases journal^ locates the creditor's account in the 
Accounts payable Subsidiary Ledger and credits th^ account 
for |300; entering PI in the foUo column* A cheek marto is 
placed in the folio column of the Purchases Journal to indi- 
cate tJat the amount has been credited to the cr editor- s 
accouiit iia th^ Subsidiary Ledger. At the end of the period, 
the total amount of the Journal will be debited to the Purchases 
^ccouait a.3id credited to the Accounts Payable control account 
in the Gezieml Ledger. *The $300 purchi^se tnade frpm the 
Slu€ll«r Cota-pany and credited to their account in the Sub- 
sidmry Ledger is Included in the journal total credited to the 
Accduhts paya^e control account at the end of the period. 
'Jheptlrcliaseof merchandise for resale mil then be recorded 
in &w place s the account in the^ Subsidiary Ledger and the 
control account in the General Ledger. As this is done with 
©acli credltoirfor each purchase, the subsldtary total mil be 
in sgreeoiiiit wiUi the control account at the^eiid of the period 
a^ndtixe control account balsCnce will be shown in the Balance 
Sheet as a^epiresentatlve of all amounts due to creditors. 
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The remaining entries are similar to the first. Each 
creditor's account in the Subsidiary Ledger is credited for 
the amount of the purchase and p check mark is placed in 
the foUo column of the Purchases Journal to indicate no 
fdrtlier recording of that Information is necessary until the 
end of the period* 

At the end of the period^ the column total is posted as a 
credit to the Accounts Payatole control account and a debit 
to Purchases* The purchases on account of the entire 
period are thereby recorded with one entry . To Indicate 
that the posting has been accomplished/ the account numbers 
of Uie Accounts Payable and Purchases accounts are shown 
In parentheses toe low the column; total, 

\ ' ii ' ■ ' 

msing.a sheet of papei"^ record the foUowing transactions 
In a Purchase Journal — illustration on pageVl46^ 

Oct 4 Recelved^mercHandise on Purchase Order No\ 1 
from Phoenix ManufacturinE^€om6anyj $675, 

10' Received merchandise on Purpb^e Order No* 2 
from Red Spot Paint Company^ $1^ 140. 

12 Paid Red Spot Paint Company^ $1, 140,;. 



^ ^ 



Purqhase Journal 



Date 
197* 


Pur 
No. 


Accounts Credited 


Address 


LP 


•Amount 


Oct 




1 


PhoenlK Mfg. Co, 






. 675.00 




10 


2 


Red Spot Paint Co- 


i 




1, 140.00 


' , ' $1,815' 00 




THE GENERAL JOTJ ENAL, By ix&ing special jourmls for f 
recurring tranpactions, the Ganeral Journal is relieved of 
the bulk of repetitive transactidiis- It Is necessary, however; 
to use the General Journal for those special transactions 
which canqot be recorded in the special journals tot reasons 
of compleKitjr dr bulk* The entries which will be placed in 
the General Journal are as follows; 



Opening entries made to record the investment of the 
proprietor* 

h. Correcting entries made to correct erroneous entries 
pFeriausly made in the General Journal or special 
journals and posted to the ledgers. 

c. Current entries which are unusual in nature and not 
provided for in any of the special journals in use, 

d. Adjusting; closing^ and reversing entrieg which are . 
made in the normal adjustment and closing of the 
recards. 1> 
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81 \ Listed below are transactions that offset B. Black Company, 

^ State whether they will be entered in the Cash Receipts, 

Cash Disbiirsements, Sale, Purchase or General Journal. 

(Cout) 

' 1. Invested $5, 000 in a buaineSB. 

2. Purchased n^erchandise for resale on account. 

3, ^old merchandise on account. 

1. Transaction #2 was paid for by check. 
Transaction #3 was collected. 
\.6, Closing entries for the month #ere recorded. 
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* * * 1* General 

2. Purchase 

3. Sales 

, 4. Cash Disbursement 

5, Cash Receipts 

6. General 
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♦ ♦ • , ^ppUANCE REPAIR SHOP 

«;,:"'' ' ' '"' Worksheet 

i f;. ' December 31, ,197* 
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APPIJANCE REPAIR SHOP 
^ Work 8heet 

DecenJber 31, 197* 
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